Koestenbaum 

Leadership 

Model 




Peter Koestenbaum 

Stanford Physics & Philosophy BA 

Harvard Philosophy MA 

Boston University Philosophy Ph. D. 





Koestenbaum Leadership Model 

<^®@s 8£ talks £® ®<s a GREAT (SG 



|GM 




Microsoft 



THE 
NEXT 
GENERATION 
OF CEOs 



CEO^ DECADE 

F 




1 1- ...II. 

[Xm neurit, 
ChralcdlX 

Oortforid 

UMMH 

mm 



so 

ifloperatmggaingi 



is 



/ finances 



0 



jBj 3 president h « ,d 

talent f ^ V Jj 0 I 
shareholders^ sales % 8 




chief executive officer 
Strategy g meetings i 
decisions suit IB °^ \\ 

information - } | 

0 skills 0 o 

■° stock 



Koestenbaum Leadership Model 



In interviews recently conducted by the University of 
Michigan and Purdue to determine essential 
leadership criterion, four characteristics consistently 
headed the lists: 

• communication and interpersonal skills - 89% 

• ability to work well within a team - 87% 

• personal ethics and integrity - 85% 

• analytical and problem solving skills - 84% 

These dovetail with Collins Level 5 Hierarchy 
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ETHICS: Values, Being of Service 

Se/v/ce / Community / Communication / 
Empathy / Coring / Mercy / Ltyyalty / Humility / 
Principle //transparency / Integrity / Justice 
Power is Alongside \ 
/HEALER: Clergy, Philosophers... 



REALITY: Boundarie$,'Having 
No Illusions 

Facts / Results./Hardness 
Your &rand 
Power is Outside 
MERCHANT: Businessmen 



VISION; Imagination, Thinking 
Big and New 

Big Picture /Creativity / Innovation 
/ Strategy / sifrUegy / Systemic 
Thinking / Tfends / Belief 
Systems 
Povyjer is Leveraged 
..SEER: Teacher 



COURAGE: Will, Acting with Sustained initiative 

Initiative / Motivation / Commitment / Making It Happen / 
Managing anxiety, and the existential cr&is / Free will / 

Responsibility / Quality Deiisions 
P6vyer is Insicte 

WARRIOR: Rulers.. Government 



Koestenbaum Leadership Model 



Formula statement: A visionary leader always sees 
the larger perspective, for visioning means to think 
big and new. 

Supporting Tactics 

• Professional level: abstract reasoning and analysis 

• Social level: systemic and strategic thinking # 

• Psychological level: creativity and the unconscious 

• Philosophical level: expanding and exploring inner 
or subjective space-time; awareness of your 
possibilities 




Koestenbaum Leadership Model 



Formula statement: A realistic leader always responds 
to the facts, for realism means to have no illusions. 

Supporting Tactics 

• Professional level: meticulous attention to practical 
details; attending to the precise needs of your 
immediate and end customers (use high technology) 

• Social level: extensive information and objectivity 

• Psychological level: survival (take care of yourself); 
relentless results orientation and market orientation # 

• Philosophical level: direct contact and embodiment — 
with yourself, with other selves, and with how others 
perceive you (bonding and definitions of mental health) 




Koestenbaum Leadership Model 



Formula statement: An ethical leader is always 
sensitive to people, for ethics means to be of 



service. 

Supporting Tactics 

• Professional level: teamwork, loyalty to task 
forces # 

• Social level: meaning 

• Psychological level: communication, caring, love, 
commitment, loyalty 

• Philosophical level: integrity, morality, principle 




Koestenbaum Leadership Model 



Formula statement: A courageous leader always claims the 
power to initiate, act, and risk, for courage means to act with 
sustained initiative. 

Supporting Tactics 

• Professional level: aggressive education and management of 
markets, product advocacy (stand for something) 

• Social level: aloneness, autonomy, and independence of 
thought (stand up to the world) 

• Psychological level: anxiety (face it, stay with it, explore it) 

• Philosophical level: free will and responsibility, energy and 
power, centeredness (confidence, hope) # 




Koestenbaum Leadership Model 



The parallelism of opposites is a feature of 
existence as pervasive as it is ignored. 

Synonyms are paradox, contradiction, 
uncertainty, ambiguity, and chaos. 

We demand clarity but get double-talk. 

To manage polarity successfully in every one 
of the strategies and in their 
interrelationships is the mark of a mature 
leader. 




Koestenbaum Leadership Model 




Koestenbaum Leadership Model 
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Greatness means that you have standards. 

Vision gives you the larger view. 

Reality means facing the marketplace, the 
pragmatic facts. 

Ethics means people, that is, valuing 
feelings. 

Courage is the power and the freedom of 
the will. 



Koestenbaum Leadership Model 



Reality 




Room for Greatness 



Koestenbaum Leadership Model 
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Concluding Thoughts 




Koestenbaum Leadership Model 

So to summarize 

• We are better at some than others. 

• We must strike a balance. 

Our actions should consider all four corners. 




"Organizational culture is 
the way people think and 
act. Every organization 
has a culture, which 
either works for you or 
against you." 





Basic Premise from Connors and Smith 



Every organization has a culture. 

Either you manage your culture, or it will 

manage you. 

Leaders must create the needed culture. 



"Developing the leadership competency to accelerate 
the change effectively and then sustain the culture 
over time is the never-ending role of leadership." 



Connors and Tom Smii 



So: 



HoW do you change culture in a way 
that will get the results you want? 

Ho|/v do you do it quickly enough to 
enhance the bottom line — to get the 
results you want, to reach your 
organization goals? 



Roger 





The culture pro 
If you need a c 
you need a cl 



^4 



Organizational culture is 
an intangible resource 
(pg 1 76). Intel's internal 
organizational culture 
enabled it to make a 
dramatic change from 
one| technological plat- 
form to another (pg 87). 



uces the results 
ange in results, 
tnae in culture. 




The current culture (C 1 ) is 
not a bad culture. 

It's simply a culture with 
results (R 1 ) that won't 
produce new results (R 2 ). 

Tojachieve R 2 , you must 
create a new culture (C 2 ). 



he most effective culture is 
culture of accountability. 



\ 




Accountability 

A personal commitment to achieving the organization's results, 

See It. Own It. Solve It. Do It. 

People who are habitually Above the Line accept they are 

part of the solution. 



Non-Accountability 

A fobus on what we cannot do rather than on what we can do, 

Blame game. Victim cycle. 

People who are habitually Below the Line do not get results. 









THE SHIFT IN ACCOUNTABILITY: 
A 1 Actions to A 2 Actions 


A 1 ACTIONS | 


A 2 ACTIONS 


PgodIg GxtGrnalize the need for 
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change. 


Peoole internalize the chanaes thev 
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need to make. 


Peoole wait to be told what to do 


Peoole take the initiative to fiaure 
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out what to do. 


People institutionalize BELOW THE 
LINE excuses as accepted reasons 
not to move forward. 


People stop making excuses and 
start asking, "What else can 1 do?" 


People don't get engaged and show 
full ownership. 


People personally invest in making 
things happen. 


People focus on identifying 
problems. 


People focus on finding solutions. 







Accountability: 
Starring in the solutio 




What is the status 
of accountability in 
the current culture 



Accountability: 
Getting caught 
failing 



Accountability: 
Dedicated to doing your best 




Same Process Every Day: 
Experiences foster Beliefs 



Accountability: 
Dedicated to doing your best 




Late to Class: 

Beliefs Influence Actions 




Accountability: 
Dedicated to doing your best 
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Late to Class: 

Actions Produce Results 



Results Pyramid 





Results 



1. Define R 2 
Mission & Vision 



Actions 




2. Identify A 2 



Beliefs 



Experiences 



(Goals) 
3. Identify 

4. 

Provid 



Strategos: "the general s view" 



Holistic "big picture" 



General 



Lower officer (e.g. , supply 
logistics infantry, heavy armored 
vehicles) 



Tactical details 



Strategos - Greek for "The General's View* 
It Is The Top Half of The Results Pyramid 

Chapter I 




Results 




Actions 




A common 
pyramid 
without c 
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orksheet 

Identifying Your 
Results Shift 




Worksheet 2: 
Evaluting Your Results 

Use the table below to list the top three results you need to achieve as a district. 




Score R 1 or R 2 



B 



□ 

□ 



Now, use the scale below to rate your desired results against four variables. 



1 DIFFICULTY 1 2 3 

No real change 
in difficulty 

2 DIRECTION 1 2 3 

Same direction 



3 DEPLOYMENT 12 3 4 

No major deployment 



2 DEVELOPMENT 12 3 4 

Current organizational 
Capabilities will do the job 



7 8 9 10 

Significantly higher 
than past results 

7 8 9 10 

Significantly different 
direction 

7 8 9 10 

Significantly redeployment or 
or deployment of people 
and/or resoures required 

7 8 9 10 

Processes, systems, skills, and/or 
structure must change significantly 



Use the "Evaluating Your Results" grid above to record your total score in the four areas. 

A score of 28 - 40 represents a clear R 2 shift 
A score of 16 - 27 indicates a desired result that is probably R 2 
A score of 4 - 15 signals that the desired result is probably R 



Worksheet 2: 

Evaluating Your 
Results 



leet 3: 
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Stop/Start/Continue 
Analysis 



Worksheet 3: 
STOP/START/CONTINUE ANALYSIS 



RESULTS 


THE SHIFT IN ACTIONS 


1 


A 1 to Stop 




A 2 to Start 




A 1 to Continue 


2 


A 1 to Stop 




A 2 to Start 




A 1 to Continue 


3 


A 1 to Stop 




A 2 to Start 




A 1 to Continue 



Worksheet 4: 
Identifying Your Beliefs Shift 



CURRENT 
B 1 BELIEFS 

that we need to DISCARD to achieve R 2 



DESIRED 
B 2 BELIEFS 

that we need to CREATE to achieve R 2 



orksheet 4: 

dentifyirig Your 
Beliefs Shift 
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We must be the change we want to see 



req a i roronitier pretat i on. 
•Ask About It 
• Interpret It 




Experiences 



Worksheet 5: 
Providing Experiences That Instill B 2 Beliefs 



Experiences that you could provide 
to instill the B 2 beliefs 



EXPERIENCE 



A meaningful event 
leading to immediate 
insight, needing no 
interpretation 



Type 2 
EXPERIENCE 



An experience that 
needs to be interpreted 
in order to have the 
desired results 



Worksheet 5 



Providing 
Experiences That 
Instill Beliefs B 2 




he take-away is. . . 

How might we use 
the Results Pyramid to 
plan and implement 
Culture Change? 




Results 



A 



Actions 



Beliefs 




Experiences 



ALIGNING THE TEAM 




North Exercise 



TIGER WOODS - CLASSIC EXAMPLE OF 

TEAMWORK 
1999 PHOENIX OPEN -THE MOVABLE 




TIGER WOODS - CLASSIC EXAMPLE OF TEAMWORK 

THE MOVABLE IMPEDIMENT 




TIGER WOODS FAMOUS ROCK 



Play "TIGERWOODS" VIDEO from file if it runs too slow in PowerPoint 




Results Pyramid Class Exercise 



Recall the Intel enabling culture which 
was established by CEO Andy Grove. 



Identify the Experiences, 



Beliefs, Actions, 

and Results that were 

shown in this example. 




YOU are the CEO 



MGT 695 - Seminar in Strategic Management 



[sem-t/h-nahr] L_SB1I l s v ||ab|es l 

Examples Word Origin 
noun 

1. a small group of students, as in a university, engaged in advanced 
study and original research under a member of the faculty and meeting 
regularly to exchange information and hold discussions. 

2. the gathering place of such a group. 

3. a meeting of such a group. 

4. a course or subject of study for advanced graduate students. 




Source: Dictionary.com 




YOU are the CEO 



Senior Management 




The C-Suite; No Tip of the Pyramid;Team of'Cs" 



YOU are the CEO 
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YOU are the CEO 



Role Play - Are you in Character? 

You are not just Students - You are the CEO in this Course - You must... 



• Be a Leader 

• Manage Corporate Culture 

• Maximize Shareholder Value 

• Improve Efficiency 

• Develop and Maintain a Competitive Advantage 



I am not just the Professor - I am your Strategic Management Consultant 



• Together we will Review, compare, and critique the various 
Strategic Models 

• Groups will use the Strategy Models as the foundation for 
starting and maintaining the Corporation for their product 




Your group presentation must be professional. It will be geared to securing 
corporate funding from a bank or investment firm. 



YOU are the CEO 




Jobs and Wozniak- Xerox Palo Alto Research Center - PARC - 1979 



YOU are the CEO 




Pirates of Silicon Valley: 

APPLE - Steve Jobs visits Xerox Palo Alto Research Center - PARC - KO 



YOU are the CEO 




APPLE - Steve Jobs on why Xerox Failed - KO 



YOU are the CEO 



ETHICS AND BIASES 



New strategy - 

A new means to 

accomplish 

goals 



Is the decision 
ethical? 



o 
o 
o 



\ 



Authority structures 
Incentive systems 
Role of corporate 
governance 



Have any potential biases 
clouded our decision-making 
process? 




Implementation - 

Executing new 
strategy to realize 
goals 



Common illusions about ourselves 
(e.g., favorabfty optimism n control) 
Escalating commitments 
Self-serving fairness bias 
Overconfidence bias 
Ethnocentrism and stereotyping 
Risk assessment 



More to Come on Ethics In Koestenbaum 



YOU are the CEO 

The Surprised CEO - surprised at 

• Limited information 

• Insufficient time 

• No longer run day to day operations - hands off 

• No time for hands on management 

• Power is a privilege to be used in moderation 

• Still must answer to a board of directors 

• Difficult to obtain stakeholder buy-in 

• Sacrificing their personal and family lives 



YOU are the CEO 



Strategic Leadership - Task of managing an overall enterprise and 
influencing key organizational outcomes. 

• Is the basic responsibility of a CEO. 

• Also sets the stage for strategy creation and implementation. 

• Some business leaders become celebrities. 

• Shifting - increasingly it's being exercised by teams of top 
executives. 



YOU are 

O 



Leadership: 

The task of exerting 
influence on other w 
people's pursuit of goals 
in an organizational 
context 




e CEO 



Strategic leadership: 

Managing an overall 
enterprise and influencing 
key organizational out- 
comes, such as company 
wide performance, 
competitive superiority, 
innovation, strategic 
change, and survival 



T 




Mulcahy First Female CEO at Xerox - Class Handout - Group Breakout 



YOU are the CEO 



PULLING A USD 15 BILLION COW OUT OF A DITCH 



The fall from 
the nifty 50 



Mulcahy takes 



She lends a 
turnaround 



Xerox 
\ reaches 
profitability 



* Xerox introduces 
the Xerox 914 
copier in 1959. 
This copier 
transformed the 
work place 

* Xerox was charter 
member of the 
"nifty 50"-50 stocks 
most favored by 
institutional 
investors 

* Since 1970s, 
however, Xerox 
has been crippled 
by competition 
{mostly Japanese) 



October 2001, Xerox 
reports first quarterly 
loss in16 years. 
Mulcahy is not 
obvious choice for 
top position 

She lacks product 
development and 
financial expertise 

She gets it because 
the board has 
confidence in her 
"strategic mind". 



Refines Xerox vision 
and reminds people 
of core values 

Aligns operation with 
the refined mission 
and values 

Sells Xerox's China 
and Hong Kong 
operations and half 
of a stake in a joint 
venture with Fuji 

Closes down inkjet 
business 



• Annual expenses cut 
by USD 1.7 billion 

• Sold USD 2.3 billion 
worth of non-core 
assets 

• Reduced long-term 
debt to USD 9.2 billion 
from USD 15.6 billion 

• Xerox returns to 
profitability in 2002, 
generating USD 1.9 
billion in operating 
cash flow and USD 91 
million in net income 
on USD 15.8 billion in 
sales 



Mulcahy Pages 30-33 Text; video 




XEROX - Anne M. Mulcahey Tribute Film - KO 



YOU are the CEO 



CRITERIA OF AN EFFECTIVE TOP-MANAGEMENT TEAM 



1 .The team responds to a complex and changing 
environment. 

2. The team can manage the needs of interdependent but 
often diverse units, arenas, or functional areas. 

3. The team has a valuable and effective social network. 

4. The team is able to develop a coherent plan for executive 
succession. 



YOL 



Exhibit 2.1 The Roles 
That Leaders Play 



are the CEO 



Interpersonal Roles 

• Figurehead 

• Liaison 

• Leader 



Formal 
Authority 
and 
Status 



Informational Roles 

• Monitor 

• Disseminator 

• Spokesperson 



Decisional Roles 

• Entrepreneur 

• Disturbance handler 

• Resource allocator 

• Negotiator 



YOU are the CEO 



College Plan | Starbucks Coffee Company 




File Edit view window Help 





Howard Schultz 
president & ceo 
Starbucks Coffee Company 





STARBUCKS - CEO - College Plan - KO 



YOU are the CEO 

What Roles Were Represented in the Video? 



Exhibit 2.1 The Roles 
That Leaders Play 



Formal 
Authority 
and 
Status 





Interpersonal Roles 

• Figurehead 

• Liaison 

• Leader 








Informational Roles 

• Monitor 

• Disseminator 

• Spokesperson 





Decisional Roles 

• Entrepreneur 

• Disturbance handler 

• Resource allocator 

• Negotiator 




CEO - Des Hague Centerplate CEO 



YOU are the CEO 



A Exhibit 2,2 Levels 

/ \ Leaders: A Hierarchy of 

/ \ Capabilities 

/ Level 5:\ 
/ Levels \ 
/ executive \ 

/ Build greatness \ 
/through a combinations 
/ of will and humility. \ 

Level 4: Effective leaders 

Present clear and compelling \ 

vision and lead groups \ 
to high performance standards. \ 



Level 3: Competent managers 

Organize people and resources 
to accomplish predetermined 
objectives. 

Level 2: Contributing team member 

Work effectively with others and contribute to the 
achievement of group objectives. 



Level 1: Highly capable individual \ 

Make contributions through talent and work ethic. \ 

V 



"Greatness" through a combination of will and humility 



YOU are 



TWO ATTRIBUTES OF LEVEL 5 LEADERS 



'The ability to 
translate strategic 
intent into the 
resolve needed to 
pursue a strategy 

'and usually to 
make hard choices 
over a period of 
time 



Professional 
will 



Being someone 

• who prefers to 
share credit rather 
than hog it 

• who tends to shun 
public attention, 

• act with calm 
determination, and 

• exercise ambitions 
on the company's 
behalf rather than 
one s own 



YOU are the CEO 




YOU are the CEO 




WHAT DOES IT TAKE TO BE A CEO? 



Charisma? ^ J 
I Integrity ^ 1 




There is little 
consensus 
on whether 
personality or 
background 
matters more 



YOU are the CEO 

A Few Knowledgeable Workers Go a Long Way Intel's transition from a memory- 
chip company to the leading manufacturer of microprocessors was not planned. In 
fact, the official corporate strategy was to compete primarily in the memory-chip mar- 
ket, not the microprocessor market, based on Intel's senior executives' views that the 
firm's historic success in memory chips could be carried into the future. Rather, the 
company's production managers started shifting manufacturing capacity from mem- 
ory chips to microprocessors because the yields per wafer square inch were higher. 
They followed a rather simple managerial rule — allocate production capacity based 
on a "margin-per-wafer-start." Margins on memory wafers were declining and margins 
for microprocessor wafers were increasing. In light of this change, Intel production 
managers shifted production capacity toward microprocessors, and they did so rap- 
idly, because Intel's incentive and accountability systems rewarded plant managers 
based on wafer yields. Moreover, the chairman and CEO of Intel, Andy Grove, had suc- 
cessfully nurtured a strong internal culture that encouraged open debate about 
strategic initiatives and discouraged the use of hierarchy or position over the power of 
knowledge to make key decisions/Qie confluence of these factors — Intel's experiment 
with microprocessors, IBM's selection of the Intel chip, the excessive price competition 
in the memory market, and Intel's organizational processes that enabled plant man- 
agers to make these changes without explicit approval from senior management — 
enabled Intel to change rapidly from a memory-chip company to a microprocessor 
company. 



Carpenter and Sanders Page 7 1 



YOU are the CEO 



Brian Krzanich 

Chief Executive Officer 



d < 




Strategy 
Inside Intel 



YOU are the CEO 



UNPLANNED ACTIONS CAN DRIVE STRATEGY 



Intel's original focus 
(1970s & 1980s) 



Design and manufacture 
of Dynamic, Random- 
Access Memory Chips 
(DRAM) 



Focus on micro- 
processor segment 



By 1984, 95% 
of Intel revenue 
came from the 
microprocessor 
segment 



Unplanned 
experimental 
venture to make 
microprocessors 
for Busicom, a 
Japanese 
calculator maker 



YOU are the CEO 



^^^^^^^Hlntel CES Keynote 2014 - Brian Krzanich. Intel CEO-YouTube Q( 
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Corporate Strategy 



0 



THREE OVERARCHING THEMES 



Implementing a good 
strategy is at least as 
important as creating 
one, yet many 
managers give too 
little thought to 
implementation 



Firms and 
industries are 
dynamic in 
nature 



© 

To succeed, 
the formulation 
of a good strategy 
and its implementa- 
tion should be 
inextricably 
.connected 



Strategic leader- 
ship is essential if a 
firm is able to both 
formulate and imple- 
ment strategies that 
create value 



Strategic leadership 
is responsible for 

> making substantive 
resource allocation 
decisions and 

>developing key- 
stakeholder support 
of the strategy 



We need to see a firm's competitive position, not as a snapshot, but 

as an ongoing movie 



Strategic Management: Process by which a firm 
manages the formulation and implementation of a 
strategy. 



Strategos: "the general's view 
General 

\ 

\ 



Lower officer (e.g., supply 
logistics infantry, heavy armored 
vehicles) 



>> Holistic 'big picture" 



► Tactical details 



Exhibit 1 .3 The Strategic Management Process 




Strategy: The coordinated means by which an 
organization pursues it's goals and objectives. 




Corporate-level strategy should ask 

• In which markets do we compete today? 

• In which markets do we want to 
compete tomorrow? 

• How does our ownership of a business 
ensure its competitiveness today and in 
the future? 



Business-level strategy should ask 

• How do we compete in this market 
today? 

• How will we compete in this market 
in the future? 



Business strategy refers to the ways a firm goes about achieving its objectives 
within a particular industry or industry segment 

Corporate strategy addresses issues related to three fundamental questions 
associated with managing a company that operates in more than one business 



relative position of a firm comparecHo positions of industry 
rivals. 

At the corporate level, it reflects management's success in 
creating more value from the firm's business units than those 

units could create as standalone enterprises or subsidiaries. 

\ 

Our goal is to identify the conditions under which the strategy 
of owning a corporate portfolio of businesses creates value for 
shareholders*. 



UNPLANNED ACTIONS CAN DRIVE STRATEGY 



Intel's original focus 
(1 970s & 1980s) 



Design and manufacture 
of Dynamic, Random- 
Access Memory Chips 
(DRAM) 



Focus on micro- 
processor segment 



By 1984, 95% 
of Intel revenue 
came from the 
microprocessor 
segment 



Unplanned 
experimental 
venture to make 
microprocessors 
for Busicom, a 
Japanese 
calculator maker 



Over time in a dynamic business, strategies 
will need to be updated, altered, replaced. 



STRATEGY AND IMPLEMENTATION ITERATE 



WAL-MART EXAMPLE 



Strategy: 

The process 
of deciding 
what to do 



Compete as 
discount retailer 
in rural markets 



Leverage inventory 
and sourcing systems 
to be low-cost leader 





Implementation: 

The process of 
performing all the 
activities necessary 
to do what has been 
planned 




Invest heavily in 
organizational structure, 
systems, and processes 



• Strategy formulation - process of developing a strategy 

• Strategy Implementation - process of executing a strategy 



Exhibit 1 .5 The Business Strategy Diamond 




Staging & pacing: What will 
be our speed and sequence 
of moves? 

• Speed of expansion? 

• Sequence of initiatives? 



Arenas 




Arenas: Where will we be active 
(and with how much emphasis)? 

• Which product categories? 

• Which channels? 

• Which market segments? 

• Which geographic areas? 

• Which core technologies? 

• Which value-creation strategies? 



< 



Staging 
& 

Pacing , 

/ 



Economic 
Logic 



Vehicles: How will we 
get there? 

• Internal development? 
Vehicles • Joint ventures? 

• Licensing/franchising? 

• Alliances? 

• Acquisitions? 



Economic logic: How will y 
returns be obtained? + " 

• Lowest costs through scale 
advantages? 

• Lowest costs through scope and 
replication advantages? 

• Premium prices due to 
unmatchable service? 

• Premium prices due to proprietary 
product features? 



Differentiators 




Differentiators: How will we win? 

• Image? 

• Customization? 

• Price? 

• Styling? 

• Product reliability? 

• Speed to market? 



renas 



active. Decisions about a firm's 
arenas may encompass its products, services, distribution channels, market segments, 
geographic areas, technologies, and even stages of the value-creation process. Because firms 
can contract with outside parties for everything from employees to manufacturing services, 
the choice of arenas can be fairly narrowly defined for some firms. 

For example, Under Armour made the choice to compete in performance 
apparel for men, women, and children. Historically, their target market has been in the U.S., 
but they recently expanded into Europe. More recently, they also targeted users in new 
market segments and moved into athletic footwear. They sell their products primarily 
through sporting goods stores. In addition to these arena choices, Under Armour has 
entirely outsourced the production of its products to outside textile firms, mostly in Asia. 
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There ape two^critical factors in selecting differentiators : 

1) These deci^j^PpOP&tte 5 1 V3t Q2V 

2) Identifying & executing successful differentiators meamrnaking tough tradeoffs. 

Audi provides an example of a company that has aligned these two factors successfully. In the 
early 1 990s, Audi management realized that its cars were perceived as low-quality, high-priced 
German automobiles — obviously a poor position from which to compete. The firm decided that 
it had to move one way or another — up market or down market. It had to do one of two things: 
(I) lower its costs so that its pricing was consistent with customers' perceptions of product 
quality or (2) improve quality sufficiently to justify premium pricing. Given limited resources, the 
firm could not go in both directions — that is, produce cars in both the low-price and high-quality 
strata. Audi made a decision to invest heavily in quality and image; it invested significantly in 
quality programs and in refining its marketing efforts.Ten years later, the quality of Audi cars has 
increased significantly, and customer perception has moved them much closer to the level of 
BMW and Mercedes. Audi has reaped the benefits of premium pricing and improved profitability, 
but the decisions behind the strategic up-market move entailed significant tradeoffs. 
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Audi - Differentiator and Movie Marketing - OK 




To whom shall 
we "sell'? 



How fast do we move? 
When? 




How will we capture 



Staging _ 

& Economic 

Pacing^— L °9 ic 



the market? 

Vehicles 



How do we make ^ - 

more money? 




Differentiators 




How are we unique? 

The strategy diamond can be applied at multiple levels 



product level (product strategy) 
business level (business strategy) 
corporate level (corporate strategy) 
global level (international strategy) 
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JET BLUE STRATEGY 



Arenas 



\ 
j 



Objective 

To "bring 
humanity 
back to air 
travel" 



Vehicles 



Differentiators 



/ 



Strategy 



Economic logic 



Low fare commercial air carrier 
Underserved but over-priced US cities 



Start from scratch and achieve all growth 
internally (i.e., do not purchase a regional airline) 



High level of service compared to low fare competitors 
(e + g + , leather seating, satellite TV) 



Grow from one route between two cities to serving 20 
cities in just 3 years 



Secure cost advantage by being willing and able to 
perform key tasks differently 
- One type of plan 
-JFK home base 
-Secondary location 



David Ncclcman 
jetBlue 

April 30. 2003 



jetBlue - Defining the jetBlue Experience - OK 



r 

Exhibit 1.7 

Implementation Framework 




Implementation Levers 

• Organizational structure 

• Systems and processes 
• People and rewards 



Strategic Leadership 

• Lever- and resource-allocation decisions 
• Develop support among stakeholders 




jetBlue - Establishing Organizational Structure - OK 



THREE PERSPECTIVES OF COMPETITIVE ADVANTAGE 



Internal 



Often called the "resource 
view", contends that firms 
are heterogeneous 
bundles of resources and 
capabilities and firms with 
superior resources and 
capabilities enjoy 
competitive advantage 
over other firms. This 
advantage makes it 
relatively easier to achieve 
consistently higher levels 
of performance 



External 



Also called the "positional 
view", contends that 
variations in a firm's 
competitive advantage and 
performance are primarily 
a function of industry 
attractiveness. Companies 
should therefore either (1 ) 
position themselves to 
compete in attractive 
industries or (2) adopt 
strategies that will make 
their current industries 
more attractive 




J v. 



Suggests that in dynamic, 
rapidly changing markets, 
a firm's current market 
position is not an accurate 
prediction of future 
performance. Instead, we 
look at the past for clues 
about how the firm arrived 
at its current position and 
to future trends - both 
internal and external - in 
an effort to predict the 
future landscape 



Competitive Advantage: A firm's ability to create value in a way that its rivals cannot. 




Exhibit 1 .8 Three Perspectives on Competitive Advantage 



Internal 

• Analyze firm resources. 

• Use resources to embark on 
strategies that rivals cannot 
duplicate. 



i 



Dynamic 

• Look for opportunities to shape 
high velocity and interconnected 
markets. 

• Devetop unique resources to 
create disruptive change. 



0 



External 

• Analyze the industry. 

• Position your firm to take 
advantage of industry 
opportunities. 



Competitive 
Advantage 



Firm 
Performance 



End 
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Oi]y Milium 



As a global educational institution with a pioneering multi-campus 
model, our mission is to create a non-dogmatic 

learning environment that brings together people, 
cultures and ideas from around the world, in order to transform 
individuals and organizations through business education. 

Through teaching, we develop responsible, thoughtful leaders and 
entrepreneurs who create value for their organizations and their 
communities. 



Through research, we expand the frontiers of knowledge and 
influence business practice. 
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Create uncontested market space 
and make the competition irrelevant 




Strategic Positioning 




Strategic Positioning 
Model 



The positioning model is adapted 
from M. E. Porter, Competitive 
Strategy (New York: Free Press, 
1 980). The examples used in the 
model are the authors' analysis. 



Toyota's Integrated 
Position is actually an 

example ofValue 
Innovation from Blue 
Ocean - combining both 
cost benefits and quality 
benefits 




Economic Logic 
Low-Cost Leadership Differentiation 



Cost Leadership 

Wal-Mart 
Dell Computer 
Cargill 



Differentiation 

Daimler 

Coke and Pepsi 
Pfizer 




Integrated 
Position 

Toyota 



Stuck in the 
Middle 

Chrysler 



Focused Cost Leadership 

Dollar Store 

Vanguard Mutual Funds 
Kia Motors 



Focused Differentiation 

Porsche 
Sam Adams 
Alienware Computers 



Blue Ocean Strategy 

About the Founders: Chan & Renee 

W. Chan Kim I 

• The Boston Consulting Group 
Bruce D. Henderson Chair 
Professor of Strategy and 
International Management 





Renee Mauborgne 

• The INSEAD Distinguished 
Fellow and Professor of Strategy 
and International Management 



BLUE 
OCEAN 
STRATEGY 

How to Create 
Uncontested Market Space 
and Make the Competition Irrelevant 

W. Chan Kim Renee Mauborgne 



Two worlds 
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Red Ocean 

Compete in 
crowded 
markets 

Blue Ocean 
Create and 
capture new 
market space 



Creating Blue Oceans 

tTwo types of markets: 

° Red Oceans - all industries in existence today 
(known market space) 

0 Blue Oceans - all industries not in existence 
today (unknown market space) 



New Market Space 



• There is a fairly good understanding of how to 
compete in Red Oceans 

• Blue Oceans are known to exist, however, there 
is little practical guidance on how to create 
them 

• This book focuses on the analytical frameworks 
necessary to create Blue Oceans and the 
managerial strategy needed to sustain them 



New Market Space 
I 

V |-n Red Oceans, industry boundaries are defined and 
accepted, and the competitive rules of the game are 
known 

• In Blue Oceans, there exists untapped market space, 
demand creation, and the opportunity for highly 
profitable growth 

• Most Blue Oceans are created from within red oceans 
expanding industry boundaries 



Continuing Creation of Blue Oceans 

How many of today's industries were unknown 
1 00 years ago? 

Blue Oceans have continuously been created 
over time 

The key to strength in the business world is to 
create new, uncontested market space 



Two worlds ... 



Red Ocean Strategy 


Blue Ocean Strategy 


Compete in existing market 
space. 


Create uncontested market 
space. 


ill ■ 1 ■ 1 

Beat the competition. 


Make the competition 
irrelevant. 


Exploit existing demand. 


Create and capture new 
demand. 


Make the value-cost trade-off. 


Break the value-cost trade-off. 


Align the whole system of a 
strategic firm's activities with 
its choice of differentiation or 
low cost. 


Align the whole system of a 
firm's activities in pursuit of 
differentiation and low cost. 

^ VALUE INNOVATION 



Value Innovation ... 




J 



The Rising Imperative of Creating 
Blue Oceans 

Supply exceeds demand 

Accelerated commoditization of products 



and services 



increasing price wars 



Shrinking profit margins 
3rands are becoming more similar 
select based on price 



The Rising Imperative of Creating 
^ Blue Oceans 

• Globalization has made many brands 
increasingly similar and more of a commodity 

• Technological improvement has caused supply 

ill! 

to outweigh demand 

• It is now harder than ever to differentiate among 

B|| 

brands 



The Impact of Creating Blue Oceans 



In a study of the launches of 108 
companies, 86% were line extensions 
(Red Ocean) 

However, these only accounted for 62% 
of total revenues and 39% of total profits 

The other 14% of launches were aimed at 
creating blue oceans and accounted for 
38% of revenue and 6 1 % of total profit 




The Profit and Growth 
Consequences of Blue Oceans 



Business Launch 



revenue impact 



□ Launches With Red Oceans 

□ Launches With Blue Oceans 



86% 


14% 




62% 


38% 



Profit Impact 




From Company and Industry to 

Strategic Move 

The company is not the appropriate unit of 
analysis for exploring blue oceans 

Blue Oceans focus on the strategic move rather 
than the company or industry 

This book focuses on 1 50 strategic moves made 
from 1 880 to 2000 in various industries 

Blue Oceans were found to be created by new 
and old companies, attractive and unattractive 
industries, and both private & public companies 



Value lnnovation:The Cornerstone of Blue 

Ocean Strategy 

ue creation alone improves value but is not sufficient to make 
you stand out in the marketplace 

• Innovation alone will often create a product that buyers are not 
willing to pay for 

Value innovation occurs only when companies align innovation 
with utility, price, and cost positions 

• Value innovation: 

° Make the competition irrelevant 

° Create a leap in value for both buyers and your company 
° Open up new and uncontested market space 




Unlocking 



Utility 

Create new 



buyer 
utilities 



non-customer demand 

Value Innovation 



Price Cost 

Set a price that Set the structure 

attracts a mass based on a 

of buyers target 





Lneric Strategies vs. Value Innovation 
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^ed Ocean Strategy 


Blue Ocean Strategy 


High 
▲ 

Quality 
Low 
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High 
▲ 

Vi 

Quality 
Low 
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Hl 9 h C, Low 




High d Low 




I Structuralist 


Reconstructionist 








Minimizing Risks and Maximizing 
ortunities in Formulating and Executing 

Blue Ocean Strategy 



Core/Formulation Principles 



Reconstruct market boundaries 



Focus on the big picture, not the numbers 



Reach beyond existing demand 



Get the strategic sequence right 



Execution Principles 



Overcome key organizational hurdles 



Build execution into strategy 



4- 



Formulation Risks 



Search Risk 



Planning Risk 



Scale Risk 



Business Model Risk 



Execution Risks 



Organizational Risk 



Strategic Implementation Risk 



© Kim & Mauborgne 2006 



Jlsk onsj try j'hirket 

fix)' j jj diirj E^£i 

• overcome beliefs. 

Reach beyond 

existing Demand 

... go for uncontested space. 

Get the strategic 

sequence right 

. . . va/ue [innovation] first. 



* Core Principle s 




BOS Logic: Reconstruct market boundaries 



Boundaries of 
Competition 



Head-to-Head 
Competition 



Industry 


Focuses on rivals within its 
industry 


Strate 


jic Group 


Focuses on competitive position 
within strategic group 


Buye 


r Group 


Focuses on better serving the 
buyer group 


Scope of Product and 
Service Offerings 


Focuses on maximizing the value 
of product and service offerings 
within the bounds of its industry 


Functional-emotional 
Orientation of an 
Industry 


Focuses on improving price- 
performance with the functional- 
emotional orientation of this 
industry 


Time/Trends 


Focuses on adapting to external 
trends as they occur 



Creating 

New Market Soace 




Looks across alternative 
industries 



Looks across strategic groups 
within its industry 



Redefines the buyer group of the 
industry 



Looks across to complementary 
product and service offerings that 
go beyond the bounds of its 
industry 



Rethinks the functional-emotional 
orientation of its industry 



Participation in shaping external 
trends over time 



BOS Logic: The 



Reconstruct Market 

Boundaries 

. . . overcome beliefs. 



r 

s 



tjjj^ Damn/id 



...go for uncontested space) 

Get the strategic 
sequence right 
. . . value [innovation] first. 



Principles 




BOS Logic: Reach beyond existing 
demand 




Three "iers of Customers 



There is a universe of noncustomers 
which can be turned into customers 
to offer a big blue ocean market. 



| Cu stom e rs of you r i nd u stry 

J ' Soon-to-be" noncustomers who 
are on the hedge of your market 
U wa iti ng to j u mp sh ip. 

"Refusing" noncustomers who 
consciously choose against your 
market- 

"Unexplored" noncustom era who 
are in markets distant from yours. 




hree Tiers of Customers 

Three tiers of non-customers: 

° I : buyers who purchase your industry offerings out of necessity; will 
jump ship if given an opportunity. 

2: buyers who purchase alternative offerings that serve the same 
function 

° 3: people who don't consume even the alternatives to your offerings 

Non-customer demand is unlocked by providing new 
buyer utilities, at a price that attracts a mass of buyers, 
given target costs. 

Buyers could be not only end-users, but also other 
participants in a value chain (e.g. distributors) 



BOS Logic: The 



Reconstruct Market 

Boundaries 

... overcome believes. 



Reach beyond 

existing Demand 

... go for uncontested space. 



±hs sirsxtsgic 
pfijjs/jca right 
... value [innovation] first. 



Principles 




BOS Logic: Get the Strategic Sequence right 



Buyer utility 



Is there exceptional buyer 
utility in your business idea? 



YES 



Price 



Is your price easily accessible to + 
the mass of buyers? 



YES 



Cost 



Can you attain your cost target to «- 
profit at your strategic price? 



YES 



Adoption 



What are the adoption hurdles in 
actualizing your business idea? 
Are you addressing them up 
front? 



YES 



No Rethink 



No Rethink 



No Rethink 



No Rethink 



A commercially viable Blue Ocean Strategy 



Four Actions Framework: Key to Value Curve 



The key to discovering a 
new value curve lies in 
answering four basic 
questions 



Redu 



What factors should 
be reduced well 
below the industry 
standard? 




What factors that 
industry has taken for 
granted should be 
eliminated? 





Creating 
new markets: 
A new value 
curve 




What factors should 
be raised well above 
the industry 
standard? 



What factors that th< 
industry has never 
offered should be 
created or added? 



, Cirque du Soleil example 




Exhibit 6.4 The Four- 
Actions Framework of New 
Market Creation 



The key to discovering 
anew value curve lies in 
answering four basic 
questions. 



Reduce 

What factors should be reduced 
wef! beiaw the industry standard? 



Eliminate 

What factors that 



Creating 

the industry has taken I |S| New Markets: j^ 1 1 



for granted should be 
eliminated? 



A new value 
curve 



Create/Add 

What factors that 
the industry has never 
offered should be 
created or added? 



Raise 

What factors should be raised 
wef! above the industry standard? 




Strategy Canvas &Value Curve 



100 
80 



40 

20 



Value Curve 

• Value Scores 



u\ ul «3 *M t*S t*6 til #8 

Factors of Competition 



Strategy Canvas &Value Curve 



Auto Industry Value Curve 



• Luxury Performance Sedan 
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our Steps ofVisualizing 



1. 


Visual 


p Visual 


O. V loU&l 


A \/iqi ipI 
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Awakening 


bxploration 


otrategy hair 


uommunication 


•Compare your 


•Go into the field to 


•Draw your "to be" 


•Distribute your 


business with your 


explore the six paths 


canvas based on 


before-and-after 


competitors' by 


to creating blue 


insights from field 


strategic profiles on 


drawing your "as is" 


oceans 


observations 


one page for easy 


canvas 






comparison 






•Observe the 


•Get feedback on 




•See where your 


distinctive advantages 


alternative strategy 


•Support only those 


strategy needs to 


of alternative products 


canvases from 


projects and 


change 


and services 


customers, 


operational moves 








competitors' 


that allow your 






•See which factors 


customers, and non- 


company to close 






you should eliminate, 


r*i i c t/^ m q kc 
OUoLUl 1 lUlo 


none nnH or*ti i o 1 i ~70 t h o 






create or change 


•Use feedback to build 
the best "to be" future 
strategy 


new strategy 



V/elcome to Cirque de Soleil Video 



welcome to Cirque de Soleil Video 



CIRQUE DU SOLEIL. 



Case of Cirque du Soleil 

• Cirque du Soleil achieved ra 
a declining industry with low profit 
potential 

• Cirque du Soleil created uncontested new 
market space that made the competition 
irrelevant 






CIRQUE DU SOLEIL 



Example: Cirque du Solei 

• Instead of simply trying to 01 
competition, Cirque du Soleil offered 
people both the fun and thrill of the 
circus and the intellectual sophistication 
of the theater 

• Because of this, Cirque du Soleil appealed 
to both circus customers and 
noncustomers 



CIRQUE DU SOLEIL. 



Example: Cirque du Soleil 

• Each show, like a theater pro 
its own unique theme and storyline 

• This allowed customers to return to the 
show more frequently 

• They also did away with the traditional 
high-priced concessions and vendors 
thereby cutting costs 




CIRQUE DU SOLEIL. 



Example: Cirque du Soleil 

• Cirque du Soleil effectively c 
best of both the circus and the theater 
while eliminating everything else 

• This allowed them to achieve both 
differentiation and low cost 





minate-Reduce-Raise-C reate 



CIRQUE DU SOLEIL. 


— — r*_? 

Mi 


is 



HJjjjjJjrJHis 

Jm 

Star Performers 
Animal shows 
Aisle concession sales 
Multiple show arenas 


Unique venues 


Fun and humor 
Thrill and danger 


Create 

Theme 

Refined environment 
Multiple productions 
Artistic music and dance 




Strategy Canvas 
irque du Solei 




Ringling Brothers 



Cirque du Soleil 




Star Performers 



Aisle Concessions 



Thrills & Danger 
Fun & Humor Unique Venue 



Refined Viewing 
Environment 



Artistic Music 
& Dance 
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Star Performers Aisle Concessions Fun & Humor Unique Venue Refined Viewing Artistic Music 

Environment & Dance 
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Cirque de 




TOTEM Video 




Cirque de Soleil Totem Video 



The Case of Yellow T; 
Eliminate-Reduce-Ra 



Eliminate 



Enological terminology and 
distinctions 

Aging qualities 

Above-the-line marketing 



Reduce 



Wine complexity 
Wine range 
Vineyard prestige 



Source: Blue 
Mauborgne 



Ocean Strategy, Kim and 



-Create Grid 



Raise 

Price versus budget wines 
Retail store involvement 



Create 

Easy drinking 
Ease of selection 
Fun and adventure 



The Strategy Canvas of the U.S. Wine Industry in the Late 1990s 




Low 



Price 



Above-the-line 
Use of enological marketing 
terminology and 
distinctions in wine 
communication 



Aging 
quality 



Vineyard prestige 
and legacy 



Wine 
complexity 



I 

Wine 
range 



Source: Blue Ocean Strategy, Kim and 
Mauborgne 
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[ yellow tail ]' 



1 



Value Curve for US Wine Industry vs 
Yellow Tail 



Price 



Above-the-line 
marketing 



Vineyard 
prestige 



Wine 
range 



■A — Expensive wines 
Yellow tail 
Cheap wines 




Ease of 
selection 



Use of technical 
wine terminology 



Aging 
quality 



Wine Easy 
complexity drinkability 



Fun and 
adventure 



152 



Strategy Canvas 





The Strategy Canvas of [yellow tail] 



High- 



Premium Wines 



[yellow tail] 




Budget Wines 
♦ +■ 



_OW| 

Pnce 


1 I 

Above- the-line 


1 

Vineyard prestige 


1 

Wine 


1 i 

Ease of 




marketing 


and legacy 


range 


selection 



Use of enotogicaJ 
terminology and 
distinctions m wine 
communication 



Aging 
quality 



Wine 
complexity 



Easy 
drinking 



Fun and 
adventure 



Eliminate 

cnoiogicai lerriiinoiogy ana 
distinctions 

Aging qualities 

Above-the-line marketing 


Raise 

r rice versus Duugei wines 
Retail store involvement 


Reduce 

Wine complexity 
Wine range 
Vineyard prestige 


Create 

Easy drinking 
Ease of selection 
Fun and adventure 




Four Actions Framework 

FRRP, nriH 



Source: Blue Ocean Strategy, Kim and 
Mauborgne 



Strategy Canvas of Southwest Airlines 



High 



Low 



Price 



The value curve of Southwest Airline 



Southwest 




Lounges 



Meals 



Seating 
Class 
choices 



Hub 

connectivity Friendly 



Speed 



service 



Frequent point- 
to-point 
departure 



Exercise 

1. List Factors of 
Competition 

• 2. Top 2 or 3 in ERRC 
Grid Quadrants 



Exercise 



3. Write on 
Worksheet: 
left, C right 

4. Draw "As Is" 

5. Draw "To Be" 



Examples 









Blue Ocean Strategy 


1 . List 8 to 12 important Factors of Competition 

2. Enter top 2 or 3 in each ERRC Grid Quadrant 

3. Draw the Strategy Canvas: 1 on left, 4 on right 






Factors of Competition / Value Factors: 






1 . Eliminate: 


3. Raise: ^ 






2. Reduce: 


4. Create: 
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Group Project: 

Choose a real product that is already on the 
market, brainstorm the value factors of the 
product and develop the Strategy Canvas 




Strategy Canvas 



low 



Industry Variables 




The Internal Environment 

Internal Drivers of Strategy and Competitive Advantage 



SWOT - strengths, weaknesses, opportunities, threats 



This chapter concentrates primarily on the strengths and weaknesses... 
These are the resource based inputs 
These are internal to the firm 

Internal perspective helps to describe and understand the differentiators 

of the strategy diamond 

We will discuss more rigorous models - including VRINE 
Understanding strengths and weaknesses requires understanding 
competitors 

o Chapter 4's External Perspective covers competitors in greater detail 




The Internal Environment 

Resources and Capabilities 



Exhibit 3.2 Resources, Capabilities, and Managerial Decisions 




Resources 



t 



Capabilities 




Competitive 






advantage/ 


-> 


Performance 


disadvantage 







The Internal Environment 

Resources and Capabilities Touch All Facets 

of the Strategy Diamond 




The Internal Environment 

Resources and Capabilities Touch All Facets 

of the Strategy Diamond 

lf-a firm wants to enter new arenas, it will need appropriate 
resources and capabilities in order to compete there. 
In addition, no matter how a firm plans to differentiate its 
products— whether on quality, image, or price— it needs the 
right resources and capabilities to make the differentiation real. 
Likewise, when a firm is deciding on the best stage and pace to enter a new 
market— whether by means of acquisition, alliance, or internal development— it 
has to consider its available resources and capabilities. 

Sometimes a firm uses a such as an acquisition or an alliance specifically for 

the purpose of acquiring resources or capabilities that it does not currently own. 
Successful identifies the strategies which exploit the resources and 

capabilities that a firm enjoys and put the firm on a path to acquire missing 
resources and capabilities and upgrade existing ones 

Unsuccessful strategies often reflect the fact that critical resources and capabilities 
are 




The Internal Environment 

Resources and Capabilities 



efinition of Resources: the inputs that firms use to create goods or services. 



Some resources are rather undifferentiated inputs that any firm can acquire 

• Land 

• unskilled labor 

• debt financing 

• commodity-like inventory 

• These are inputs that are 



They are difficult to purchase through normal supply chain channels. 



intellectual property 
trade secrets 
brand equity 

These are resources that are 



Other resources are more in nature 



managerial judgment 




The Internal Environment 

Resources and Capabilities 



o 

ngible resources have physical attributes 
Easier to identify and value, commodities. 

Therefore they may be less likely to be a source of competitive advantage than 
intangible resources. 

Strategy may increase the competitive advantage of tangible assets 
o Wal-Mart monopolizes rural areas 

o Wal-Mart grocery business brought more foot traffic which increased 
other sales. 

Examples of pie resources 



Knowledge 

Organizational Culture 

Location 

Patents 

Trademarks 

Reputation 




The Internal Environment 

Resources and Capabilities 

example of a resource that has both tangible and intangible characteristics 

Land - has physical attributes yet the location is intangible 
o Wal-mart: location selection locks out competition 
o McDonalds - located at prime commercial locations 
o Google headquarters in Silicon Valley 

■ Valuable network of contacts 

■ Computer savvy workforce 

■ Stanford and UC Berkeley Graduate Pool 

o Union Pacific Railroad - transports hazardous materials 



TANGIBLE AND INTANGIBLE ADVANTAGES 



Intangible 



Ta ngible 



Location selection 



Rural real -estate 







V 


Y 












Wal-r 


^lart 





Brand 

I 



High traffic 
real -estate 



McDonald's 




The Internal Environment 

Resources and Capabilities 



o 



finition of Capabilities: A firm's skill at using its resources to create 



goods and services; combination of procedures and expertise on which 
a firm relies to produce goods and services. 

•I may be possessed by individuals or embedded in company-wide 

rules and routines. 

that firms must perform to accomplish their daily 

business, such as taking and fulfilling orders 
•I more , such as designing sophisticated systems, 

creative marketing, and manufacturing processes, 
•j these capabilities are the activities that constitute a firm's 

chain. 
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EXAMPLES OF CAPABILITIES 



Company 



Capability 



WAL-MART 

ALWAYS LOW Pit ICES fibgtf 



Vanguard 



Logistics — distributing vast amounts of 
goods q uickly and efficiently to remote 
locations 



An extraordinarily frugal system for 
delivering the lowest cost structure in the 
mutual fund industry, using both techno- 
logical leadership and economies of scale 




Generating new ideas then turning those ideas 
into new, profitable products 



Result 



200,000-percent return to share- 
holders during first 30 years 
since IPO 1 



25,000-percenl return to share-holders 
during the 30-plus year tenure of CEO 
John Connelly 2 

As for ongoing expenses, share- 
holders in Vanguard equity funds pay 
on average, just $30 per 510.000, vs a 
$159 industry average With bond 
funds, the 

bite is just $1 7 per S1 0.000 

30 percent of revenue from products 
introduced within the past four years 



1 : Sta I k . Eva ns, s n d Shulman. 1 392 
2: Makadofe H 2003 
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Another term used in the industry for Capabilities is Competences. There 
are two special classes of Competences 

Capability that sets a firm apart 
from other firms; something that a firm can do which competitors 
cannot. 

Capability which is central to a firm's 
main business operations and which allow it to generate new products 
and services. General Ele 
manage many unrelated businesses. 



The Internal Environment 

— JResources and Capabilities -Text Page 78 

Bp 0 

The relationship between resources and capabilities can be further illustrated by a few 
examples. Intel's manufacturing capacity 

(i.e., its plants, equipment, and production engineers), its patented microprocessor 
designs, and its well-established brand name are among its key resources. Like its 
capabilities in speed-to-market, these other internal factors contribute to its strategic 
differentiators, in terms of the strategy diamond. Intel has also demonstrated the 
organizational capability to design new generations of leading-edge microprocessors 
and to do so rapidly. In addition, Intel has demonstrated marketing adroitness by 
creating the campaign, which stimulated greater demand and higher 

switching costs among end users — the customers of Intel's customers. This clearly 
suggests a marketing capability. The combination of Intel's resources and capabilities 
collectively comprise its differentiators, and enable its managers to execute a value- 
creating strategy and achieve a formidable competitive advantage in the 
microprocessor industry. 
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Resources and Capabilities - "Intel Inside" - KO 
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Resources and Capabilities -Text Page 78 



o 



In the oil industry, too, we can see that resources and capabilities aren't uniformly 
developed by all competitors. Some firms, for example, are highly integrated*. 
These integrated firms are involved in every stage of the value chain, including risky and 
time consuming oil exploration and extraction activities. BP, ChevronTexaco, ExxonMobil, 
and Royal Dutch/Shell all possess significant capabilities in exploration and extraction, 
refining, distribution, and marketing. As a result, they also own rights to significant 
petroleum deposits around the world, and these reserves are potentially valuable tangible 
resources. In contrast, other oil companies are involved primarily in "downstream 
activities." These companies gear their capabilities to refining, distribution, and marketing. 
Valero Energy and Sunoco, for instance, are the largest independent U.S. oil refiners and 
distributors. Neither, however, is active in exploration. Their resources include refineries, 
pipelines, distribution networks, and equipment, but both buy crude oil from other 
companies. 
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Assumptions of the Resource-based Model* 



a. 



b. 



c. 



Each firm is a unique collection of resources and capabilities. 



Resources and capabilities are not highly mobile across firms. 



Firms acquire different resources and capabilities over time. 




The Internal Environment 

Internal Drivers of Strategy and Competitive Advantage 



The two models presented herein are distinct but complementary theories 

1. VRINE: there are fundamental differences in the resources firms control as 
well as their capabilities to perform certain aspects of value creation activities. 
The dynamic perspective is necessary to understand how these differences in 
resources and capabilities evolve over time. 

focuses not on resources, but on the specific value chain 
activities firms choose to engage in. This , relies heavily on 

the value chain and 

in ways to add more value to their products or services than 

competitors 
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Exhibit 3.4 Applying the VRINE Model 





The Test 


The Competitive 
Implication 


The Performance 
Implication 




Is it valuable? 


Does the resource or 
capability allow the firm to 
meet a market demand or 
protect the firm from market 
uncertainties? 


If so, the company is able to 
compete in an industry, but value 
by itself does not convey an 
advantage. 


Valuable resources and capabilities 
have the potential to contribute to 
normal profits (profits that cover the 
cost of all inputs, including capital). 


Is it rare? 


Assuming that the resource 
or capability is valuable, is it 
scarce relative to demand or 
is it widely possessed by 
competitors? 


Valuable resources that are also 
rare contribute to a competitive 
advantage, but that advantage 
may be only temporary. 


A temporary competitive advantage 
can contribute to above-normal 
profits, at least until the advantage is 
nullified by other firms. 


Is it inimitable 
and/or 

nonsubstitutable? 


Assuming that the resource 
is both valuable and rare, 
how difficult is it for 
competitors either to imitate 
it or substitute other 
resources and capabilities 
that yield similar benefits? 


Valuable and rare resources and 
capabilities that are also difficult 
to imitate or substitute can 
contribute to sustained 
competitive advantage. 


A sustained competitive advantage 
can contribute to above-normal 
profits for extended periods of time 
(until competitors find ways to imitate 
or substitute or environmental 
changes nullify the advantage). 


Is it exploitable? 


If the resource or capability 
satisfied any or all of the 
preceding VRINE criteria, can 
the firm actually exploit it? 


Resources and capabilities that 
satisfy the first four VRINE criteria 
but that cannot be exploited do 
not convey competitive 
advantage. In fact, they may 
increase opportunity costs. 


Firms that control but don't exploit 
their VRINE resources and capabilities 
(even after they satisfy the V, R, 1, and 
N criteria) generally suffer from lower 
levels of financial performance and 
depressed market valuations relative 
to what they would enjoy if they could 
in fact exploit them (although they 
won't be in as bad a shape as 
competitors who don't control any 
VRINE-certified resources and 
capabilities). 



I 



Putting Pfizer's Drug Patents up to the VRINE test Answers 





Lets walk through the VRINE model as applied to Pfizer's patents for Zoloft 
(sertraline HCI),an antidepressant known as a selective serotonin reuptake 
inhibitor (SSRI). If you were studying Pfizer and the pharmaceutical industry 
using the VRINE model, you would probably identify a number of resources and 
capabilities that may be the source of competitive advantage. You would 
probably identify patents, R&D capabilities, and marketing as key resources and 
capabilities that drive the differentiator facet of its strategy. 




Value: Do Pfizer's 
two patents on 
Zoloft provide 
value? 


In any given year, about 7 percent of the US. population (approximately 
20 million people) will experience a depressive disorder. Approximately 
16 percent of adults will experience depression at some point in their lives. 
Women are twice as likely as men to experience depression. Thus, it appears that 
having a patent for a treatment for depression would enable a pharmaceutical 
company to take advantage of a large market opportunity. 


Yes 


Rarity: Are they 
rare? 


Pfizer's patents on Zoloft give it the exclusive right to use the chemical 
compound sertraline HCI to treat depression (the patents expired in June, 2006). 
When the patents expire, generic drug makers will be able to sell copied 
versions of the drug. The patents for Zoloft are definitely rare during the term of 
the patents, but will not be after they expire (assuming that several generic 
companies make the drug, its scarcity relative to demand will decline). 


Yes, but not after they 
expire. 


Inimitability? 


Pfizer is certainly not the only large pharmaceutical company that desires to 
profit from therapies for depression. However, a patent makes direct imitation 
illegal until the patent expires. 




Nonsubstitutability: 
Is there protection 
against ready 
substitutes? 


Competitors can and do attempt to find substitute compounds that have similar 
effects. Indeed, Zoloft itself was a Pfizer innovation in the face of Eli Lilly's patent 
for Prozac. Zoloft is not the only treatment for depression; other SSRIs include 
Prozac Paxil, and others. The patents for Zoloft may convey temporary 
advantage, but Pfizer's value from them will probably erode over time as others 
invent substitute compounds and as the patents expire, resulting in direct 
imitation. 


Not completely. 


Exploitability: Is 
there evidence 
these are 
exploitable? 


To satisfy this VRINE criterion, Pfizer needs to be able to move drugs from 
successful clinical trial to market distribution. Fortunately for Pfizer, marketing 
and distribution are two of its core competences. Indeed, Pfizer has more drug 
representatives than any other pharmaceutical company. Pfizer also has large 
cash reserves that can be used to bring sufficient quantities of the product 
quickly to market prior to the lapsing of the patents. 


Yes 


The verdict? 


As you may have guessed by now, Pfizer's patents on Zoloft largely stand up to 
the VRINE framework, suggesting that patents are a resource that can generate 
competitive advantage. The expiration of those patents could largely diminish 
the VRINE advantages they provided. Note, however, that Zoloft is such a 
resource not just because of patents. Pfizer also possesses the complementary 
VRINE resources and capabilities underlying its exploitability. 


Yes 



I 



The Internal Environment 

The Value Chain 




With VRINE we've been discussing hard to imitate differentiators in the 
strategy diamond. 

Value chain switches the internal perspective to include arenas in the strategy 
diamond. 

Returning to the oil industry, which was discussed earlier, Valero and Sunoco 
make very different choices about which value-chain activities to engage in 
(e.g., refining and distribution but not exploration) relative to the major 

integrated* oil companies. 

Even if two firms possess similar resources and capabilities, it is still possible 
for one firm to gain the upper hand and achieve a competitive advantage. 
One way this can be done is by having a different configuration of value- 
adding activities. 



The Internal Environment 

Arenas: Starbucks - Anywhere in the World - OK 




The Internal Environment 

The Value Chain 



Two types of value chain activities 



o Primary Activities 

■ inbound logistics, operations, outbound logistics, 
marketing and sales, and service. 

o Support Activities 

■ human resources, accounting and finance operations, 
technology, and procurement. 



Bear in mind that all activities— primary and support— are potential 
sources of competitive advantage (or disadvantage). 
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Exhibit 3.7 The Value Chain for Under Armour 



r 



Firm 

infrastructure 
<2 Human resources 

a 

I 

^ Technology 
development 



I 



Procurement 



• Financing, legal support, accounting 


• Recruiting, training, incentive system, employee feedback 


• Experiment with 


• Website • 


Return 


new styles, fabrics 




procedures 


• Develop new 


• Customer 




product prototypes 


research 




• Contract with textile 


• Monitor 3rd party 




companies for micro - 


manufacturing 




fiber purchases 


operations for 






quality control 




• Arrange for shipments 


• Test prototypes • Sorting shipments • Pricing • 


Returned items 


from 3rd party 


with 3rd party to vendors • Promotions • 




manufacturers 


manufacturers • Advertising 




• Warehousing 


• Product 






information and 






reviews 






• Securing new 






retail accounts 





Inbound 
logistics 



Operations 



Outbound 
logistics 

Primary Activities 



Marketing 
& sales 



After-sales 
service 



Under Armour needs to purchase raw materials to have its apparel products 
manufactured. Notice, however, that 

outsourced— Under Armour outsources virtually all of its manufacturing to 
third party firms. 
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Under Armour Manhattan Supply Chain - KO 
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The Value Chain 



USING VALUE CHAINS TO GAIN COMPETITIVE ADVANTAGE 



Identical 



Differentiated 




Batter or Different Value Chains* 



Find a different 
way to perform 
activities 



Find a better way to 
perform the same 
activities 



Longer-lasting 
advantage 



Shorter-term 
advantage 
(competitors 
catch up) 



Value-chain activities create value by either finding ways to perform the 

same activities or by finding ways to perform them. 



The Internal Environment 

The Value Chain -Tradeoff Protection 

Q 

Configuring value chain activities in different ways than competitors makes it harder for 
rivals"to imitate those activities. This is due to what is known as tradeoff protection. 

TRADEOFF PROTECTION 

Generally companies won't imitate activities if doing so would mean abandoning one or 
more activities that are essential to their own strategies. In other words, they'll balk at 
the tradeoff. 

• Gaining advantage through value-chain configuration usually involves a rather 
complex system of activities. 

• When a firm reconfigures the value chain, it exercises some tradeoffs. 

• By adding or dropping certain activities, it may necessitate the elimination or addition 
of other activities. 

• Rivals find it difficult & costly to imitate a system of interdependent activities because 
they have made investments in their system of activities that may be irreversible. 

• Caterpillar and Komatsu example of repair revenues vs quality. 



Southwest 



Major Airlines 




Technology 
and design 



• Single aircraft 



• Multiple types of aircraft 



Operations 



• Short-segment flights 

• No meals 

• No seat assignments 

• Single class of service 

• No baggage transfers to other 
airlines 

• Smaller markets and secondary 
airports in major markets 



• Hub-and-spoke system 

• Meals 

• Seat assignments 

• Multiple classes of service 

• Baggage transfers to other 
airlines 



Marketing 



• Limited use of travel agents 

• Word of mouth 



* Extensive use of travel agents 



• Southwest has achieved unrivaled cost advantages by radically pruning the number of 
activities that it performs and by undertaking others in nontraditional ways. 

• *Soathwest Airlines has protected its competitive advantage by adding activities to the 



value chain that are unique. 

• Southwest, for example, uses only one type of aircraft 

o Strategy that reduces maintenance and training costs, 
o In addition, the chosen aircraft is efficient for the kind of shorter flights that 
comprise most of Southwest's schedule. 

• Southwest has also cut many of the services normally provided by major carriers (such as 
baggage transfers, meals, and assigned seats). 



The Internal Environment 

jetBlue - Neeleman on Southwest - 



David Neeleman 
jetBlue 

April 30, 2003 
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Value Chain Data Transformation - P. Evans 20 1 3 




The Internal Environment 

The Value Chain 



• Any advantage obtained by doing the same activities but better 
than competitors may be short-lived. The VRINE framework 
studied earlier stresses this point. 

• Best practices in activities are often rapidly diffused throughout 
industries. 



• Eventually, rivals improve performance in activities that they 
once performed less efficiently than industry leaders 



The Internal Environment 

TheVRINE Model 



End 
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TheVRINE Model 




• Still need to go back and put in outsourcing 

• Maybe remove the Jergensen video, it is too dry and boring and long 

• Go back to the individual pieces ofVRINE and put in more detail or 
else put them in the notes section of the ppt slides 

• Whole section on Dynamic Capabilities from my chap 3 file pi 2 

• Label all CAQs in all ppts as 

• Go back to the hard copies of the chapter files for any notes 

• Strategic Leadership pg 3 of the Chap 3 file - maybe this is better 
Suited for the CEO's Board's Teams ppt 

• A| 

• A 
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Strategic Vehicles & Staging 
and Pacing 
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Vehicles, Staging & Pacing 



Exhibit 1 .5 The Business Strategy Diamond 



Staging & pacing: What will 
be our speed and sequence 
of moves? 

• Speed of expansion? 

• Sequence of initiatives? 



Arenas 



Arenas: Where will we be active 
(and with how much emphasis)? 

• Wh»ch product categories? 

• Which channels? 

• Which market segments? 

• Which geographic areas? 

• Which core technologies? 

• Which value-creation strategies? 



Staging 
& 

Pacing ^ 



Economic 

...Logic 



Economic logic: How will 
returns be obtained? < " 

• Lowest costs through scale 
advantages? 

• Lowest costs through scope and 
replication advantages? 

• Premium prices duo to 
unmatchable service? 

• Premium prices due to proprietary 
product features? 



Differentiators 




Vehicles: How will we 
get there? 

• Internal development? 

Vehicles • JO,n * ventures? 

• Licensing/franchising? 

• Alliances? 

• Acquisitions? 



Differentiators: How will we win? 

• Image? 

• Customization? 

• Price? 

• Styling? 

• Product reliability? 

• Speed to market? 



Mergers and Acquisitions: Rapid Access and Desired Culture 
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Acquisition; 

Strategy by which one firm acquires another through stock purchase or exchange. 
Merg er: 

Consolidation or combination of two or more firms. 



Merger and Acquisitions Definitions p 330 
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Cola Wars: 

In the 1 990s, through a series of strategic acquisitions, Cadbury 
Schweppes emerged as the third-largest concentrate producer — the 
main (albeit distant) competitor of the two CSD giants. It bought the 
Dr Pepper/Seven-Up Companies in 1995, and continued to add such 
well-known brands as Orangina (2001) and Nantucket Nectars (2002) 
to its portfolio. Then in 2008, Cadbury's beverage business was spun 
off into an independent company, Dr Pepper Snapple Group. 



Cola Wars Cadbury Schweppes p 8 
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Cola Wars: 

When two of its largest bottling companies came up for sale in 1985, 
Coke moved swiftly to buy them for $2.4 billion, preempting outside 
bidders.Together with other recently purchased bottlers, these 
acquisitions placed one-third of Coke's volume in company-owned 
operations. Coke's bottler acquisitions had increased its long-term 
debt to approximately $ I billion. In 1 986, the company created an 
independent bottling subsidiary, Coca-Cola Enterprises (CCE). 



Cola Wars Coke's Bottler Consolidation 
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Cola Wars: 

Starting in 2007, Coke aggressively expanded its non-carbs product 
portfolio through acquisitions. Most notable was its $4 billion 
purchase of Energy Brands, maker of the popular Vitaminwater drinks. 
The deal was the biggest acquisition Coke had ever made. 



Cola Wars Coke's Non-Carb Expansion p 10 
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Cola Wars: 

In 2009, Pepsi announced that it would buy two of its biggest bottlers, 
PBG and PepsiAmericas, in a transaction worth $7.8 billion. The offer 
came just about ten years after Pepsi had spun off PBG into an 
independent company. The merger would consolidate more than 80% 
of Pepsi's North America beverage operations under one roof. One 
analyst noted that the deal acknowledged the "changing realities of the 
North American beverage business." 



Cola Wars Pepsi's Bottler Consolidation p 
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Expertise in Operating Regulated Utilities in Large Metropolitan Areas 



Exelon 



Pepco HoldinQS Inc 



Baltimore Gas & Electric 




Atlantic City Electric 


Customers: 


1,900.000 


Customers: 


545.O0O 


Service 
Territory: 


2.300 sq. 
miles 


Service 
Territory: 


2.700 sq. 
miles 


Peak Load: 


7.236 M W 


Peak Load: 


2.797 MW 


2013 Rate 
Base: 


$4.6 bn 


2013 Rate 
Base: 


$1.6 bn 


Commonwealth Edison 




Delmarva Power 


Customers: 


3.8OO.00O 


Customers: 


632.000 


Service 
Territory: 


11.400 sq. 
miles 


Service 
Territory: 


5.000 sq. 
miles 


Peak Load: 


23.753 MW 


Peak Load: 


4.121 MW 


2013 Rate 
Base: 


$8.7 bn 


2013 Rate 
Base: 


$2.0 bn 


PECO Energy 




Pepco 


Customers: 


2.100.000 


Customers: 


801.000 


Service 
Territory: 


2.100 sq. 
miles 


Service 
Territory: 


640 sq. 
miles 


Peak Load: 


8.983 MW 


Peak Load: 


6.674 MW 


2013 Rate 
Base: 


$5.4 bn 


2013 Rate 
Base: 


$3.4 bn 



A quick glance at the map will tell you a lot about the thinking behind 
the Exelon- PHI combination. With PECO and BGE as PHI's neighbors 
to the immediate north and west, combining PHI and Exelon will 
result in geographic strength in the mid-Atlantic. With similar cultures 
dedicated to safety and reliability, the companies are a strategic 
match that will give all of our utilities added scale and the ability to 
share best practices and further improve reliability and performance. 



Combined Service Territory 



MD 




9 Pepco Holdings Inc 
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Friendly Merger of Adversarial Takeover? 

Exelon / PHI 

Merger or Acquisition? 



Ebcelon & PHI, Merger or Acquisition? 



The Main Idea 

One plus one makes three: this equation is the special alchemy of 
a merger or an acquisition. The key principle behind buying a company is 
to create shareholder value* over and above that of the sum of the two 
companies.Two companies together are more valuable than two 
separate companies - at least, that's the reasoning behind M&A. 

I 

This rationale is particularly alluring to companies when times are 
tough. Strong companies will act to buy other companies to create a 
more competitive, cost-efficient company.The companies will come 
together hoping to gain a greater market share or to achieve greater 
efficiency. 

Ben f^lcClure http://www.investopedia.com/university/mergers/mergers I .asp 



Mergers and Acquisitions:The Main Idea 



Epcelon & PHI, Merger or Acquisition? 

Distinction between Mergers and Acquisitions 

When one company takes over another and clearly establishes itself as 
the new owner, legally the purchase is called an acquisition. From a legal 
point of view, the target company ceases to exist, the buyer "swallows" 
the business and the buyer's stock continues to be traded. 



W 

m: 



un 



lether a purchase is considered a merger or an acquisition to the 
rket really depends on whether the purchase is friendly or hostile and 
how it is announced. In other words, the real difference lies in how the 
pu xhase is communicated to and received by the target company's 
board of directors, employees and shareholders. A purchase deal will 
also be called a merger when both CEOs agree that joining together is 
in the best interest of both of their companies. But when the deal is 
riendly - that is, when the target company does not want to be 



on. 



The Distinction between Mergers and Acquisitions 



Epcelon & PHI, Merger or Acquisition? 




There are three key reasons for all the buying and 
selling of Gas Companies in 2014 



1) First is low interest rates in an economy that is 
slow to expand. 

2) Second is an abundant supply of gas that has 
kept gas prices affordable. 

3) Financial factors such as low interest rates and 
strong balance sheets have lined up in a way 
that sellers can demand a high price. 

Mergers and Acquisitions:Three Key Reasons in 2014 




Exelon & PHI, Merger or Acquisition? 





enefits of Acquisition 



a. One of the primary advantages of acquisition over internal 
development is speed. Internal development can take years. 

b. A corollary benefit is critical mass. An acquisition ensures 
that a firm enters a new business with sufficient size and 
viable competitive strength. 

c. Acquisitions can provide access to complementary assets and 
resources. With an acquisition, new resources and capabilities 
can be integrated with those of the buyer, who may actually 
improve its competitive position in other businesses as well. 

d. Finally, entry by acquisition may foster a less competitive 
environment. By acquiring an existing firm in a new business, 
the buyer eliminates a competitor that would otherwise remain 
in the market. 



Mergers and Acquisitions: Benefits 



Benefits of Internal Development* 



a. Acquisitions are more expensive than internal development. 

b. Internal development entails incremental investment over time. 

c. Acquisitions are all-or-nothing propositions. 

d. Organizational conflict is more likely during acquisitions. 

Mergers and Acquisitions: Not Without Challenges p 336-337 



Types of Mergers and Acquisitions 



Business- strategy acquisitions, like business-strategy alliances, 
tend to be fundamentally related to the firm's core business 
through three types of relationships: 

1) Vertical 

2) Horizontal 

3) Complementary 

Mergers and Acquisitions:Types - p 337 



Types of Mergers and Acquisitions 



A vertical acquisition has three purposes: 

1) To secure a reliable supply 

2) To leverage the resources and capabilities of upstream 
activities in order to create more value for the end customer 

3) To reduce total production costs across the value chain 

Coca-Cola and Pepsi each have engaged in several vertical 
acquisitions over the years as they have purchased independent 
bottling operations. These acquisitions are downstream vertical 
acquisitions. 

Mergers and Acquisitions:Types - p 337 



Types of Mergers and Acquisitions 



Horizontal acquisitions help expand the company's product offerings. 

The Cadbury Schweppes purchase of Snapple was a horizontal 
acquisition that helped expand the buyer's beverage portfolio, 
particularly in the growing juice and tea segment. 



Mergers and Acquisitions:Types - p 337 



Types of Mergers and Acquisitions 

d>ne that increases the sale of another product. Best Buy's recent 
acquisition of the Geek Squad, a computer- support service, is a 
aomplementary acquisition: When computer- service capability is 
bundled with retail computer sales, each business potentially increases 
sales of the other's product. 




Mergers and Acquisitions:Types - p 338 



Bloomberg 



OK 




OK 



Vehicles, Staging & Pacing 



End 



Mergers and Acquisitions: Rapid Access and Desired Culture 




introducing 



a tour of new features 



Enhancing Your Presentation 
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AuthorYour 
Presentation 





Enrich Your 
Presentation 



Deliver Your 
Presentation 
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We have features for every step of the way 



Design, organize, and collaborate 

Author Your Presentation 




Getting Started with Templates 



consectetuef tdipiscmg ■■ 



LOREM IPSUM 




You don't have to start from scratch. 

If you need help with a status report 
or ideas for a photo album, look no 
further. 



Use sample templates to kick-off 
your presentation and focus on the 
content (you're viewing one right 
now!) 



Too much information? 

Divide and conquer a large presentation by organizing your 
presentation with sections. 



a Lorem ipsum 




You can name, print, and 
apply effects to an entire 
section easily. 



Collaboration 



co-authoring 




lize, edit, and animate your media 

nrich Your Presentation 



It's not just about the visuals, but strengthening 

YOUR 
MESSAGE. 




Picture Color, Corrections, Artistic Effects, 
and Background Removal allow you to customize images for your story 




Animate This 



eck out this animation: 
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With the Animation Painter 

you can re-create the same animation with one click 




You can do a lot more with videos 
in PowerPoint 20 1 0. 

Videos can be embedded in your 
presentation. That's right, no more 
lost videos! 



Also, you can recolorthe entire 
video or apply a video style easily. 
Your videos will look great! 




Fountain Geyser 




Want to jump to a 
bookmark in your 
video? 

Hover over the video and 
you'll be pleasantly surprised 




Did we mention you can add 
bookmarks, include fades, 
and trim your videos now? 



What about the beautiful transitions 

youVe been seeing? 



They are new too. 



Broadcast and compress for seamless delivery 

eliver Your Presentation 



» Show and tell your presentation with 
Broadcast Slide Show 

» Share your presentation in real-time with 
anyone with a browser, directly from 
PowerPoint. 



» You'll never have to say, "Next slide, please" 
again! 



Let Your Presentation 




Record your presentation with 
Create aVideo and capture narrations, 
animations, media, and much more. 



Upload, embed, and share away! 




Package your presentation 

for easy sharing 



Spread the Message! 



Optimize for Compatibility 
or Compress Media 




^View your slides from anywhere! 

ut wait. . . 

ere s More! 



Access Anywhere 

» Check out the 

>werPoint Web App 



» Access slides wherever you are 




POWERPOINT 2010 



Vehicles, Staging & Pacing 



Mergers and Acquisitions:Three Key Reasons in 2014 




The External Environment 

eview Week 1 

You are the CEO, I'm the Consultant 
Results Pyramid 
Strategos Pyramid 

Leadership - Collins Level 5 Hierarchy, Koestenbaum Diamond 
Xerox - Apple - PARC - Mulcahy Turned it around 
Starbucks CEO (college plan) vs Des Hague 
Intel change in Strategy 

Resources & Capabilities: Strategy Diamond, Under Armour, Audi, 
Land, Value Chain, VRINE 

SWOT - SW are internal, OT are external 

JetBlue and Southwest 

Philip Evans Value Chain Transformation (missed) 



The External Environment 



Macro and Industry Dynamics 




* An internal analysis is 
just half of what is 
needed to build 
strategy 

• The SWOT and more 
complicated 
frameworks help us 
understand the full 
picture 



The External Environment 



Macro and Industry Dynamics 

o 



SWOT analysis is a tool for auditing an 
organization and its environment. It is 
the first stage of planning 

S WOT stands for strengths, 
weaknesses, opportunities, and 
threats. Strengths and weaknesses 
are internal factors. Opportunities 
and threats are external factors. 




The External Environment 



Macro and Industry Dynamics 



Exhibit 4.2 The External 
Environment of the 
Organization 




The External Environment 



Macro and Industry Dynamics 

The external environment has two major component environments: 



• The Industry Environment (Porters Five Forces and more...) 

o The industry environment is composed of strategic groups — groupings 

of firms that seem to be more similar in certain ways than other 

members of the larger industry, 
o The various levels of analysis necessary to examine a firm's external 

context are summarized as shown in Exhibit 4.2 



• The Macro environment (PESTEL Analysis) 

o Political 

o Economic 

o Sociocultural 

o Technological 

o Environmental 

o Legal 





o 



The External Environment 



Macro and Industry Dynamics 



P3 



Definition of PESTEL* analysis: Tool for assessing the political, economic, 
sociocultural, Technological, environmental, and legal contexts in which a 
firm operates. 

PESTEL analysis involves three steps 

I . First, you should consider the relevance of each of the PESTEL factors to your 



particular context. 

2. Second, you identify and categorize the information that applies to these factors. 

3. Third, you analyze the data and draw conclusions. 

• A mistake too many students make is to stop after the second step. 

• A second common mistake is to assume that your initial analysis and 



conclusions are correct without testing your assumptions and investigating 
alternative scenarios. 



The External Environment 

Macro and Industry Dynamics 



• PESTEL Analysis - White Board Overview 

o Political 

o Economic 

o Sociocultural 

o Technological 

o Environmental 

o Legal 




The External Em 



Mac 



Political 

• How stable is the political 
environment? 

• What are local taxation policies 

and how do these affect your business? 

• Is the government involved in trading 
agreements such as EU, NAFTA, ASEAN, 
or others? 

• What are the foreign-trade regulations? 

• What are the social- welfare policies? 



Sociocultural 

• What are local lifestyle trends? 

• What are the current demographics 
and how are they changing? 

• What is the level and distribution of 
education and income? 

• What are the dominant local religions 
and what influence do they have on 
consumer attitudes and opinions? 

• What is the level of consumerism and 
what are popular attitudes toward it? 

• What pending legislation affects 
corporate social policies (e.g., 
domestic-partner benefits or maternity/ 
paternity leave)? 

• What are the attitudes toward work 
and leisure? 

Environmental 

• What are local environmental issues? 

• Are there any pending ecological or 
environmental issues relevant to your 
industry? 

• How do the activities of international 
pressure groups (e.g., Greenpeace, Earth 
First, PETA) affect your business? 

• Are there environmental-protection 
laws? 

• What are the regulations regarding waste 
disposal and energy consumption? 



ironment 



Economic 

• What are current and projected interest 
rates? 

• What is the level of inflation, what is it 
projected to be, and how does this 
projection reflect the growth of your 
market? 

• What are local employment levels per 
capita and how are they changing? 

• What are the long-term prospects for 
gross domestic product (GDP) per capita 
and so on? 

• What are exchange rates between critical 
markets and how will they affect 
production and distribution of your 
goods? 

Technological 

• What is the level of research funding in 
government and industry and are those 
levels changing? 

• What is the government and industry's 
level of interest and focus on technology? 

• How mature is the technology? 

• What is the status of intellectual-property 
issues in the local environment? 

• Are potentially disruptive technologies 
in adjacent industries creeping in at the 
edges of the focal industry? 



Legal 

• What are the regulations regarding 
monopolies and private property? 

• Does intellectual property have legal 
protections? 

• Are there relevant 
consumer laws? 

• What is the status of employment, health- 
and-safety, and product-safety laws? 




The Externa 

ort <M a A% l 2PTPin| b«Iqi St 
a significant advantage 

sver rivals in one of two 

ays: 



* It can produce a 
product at a lower 
cost than its rivals. 

* It can produce a 
differentiated product 
and charge sufficiently 
higher prices to more 
than offset the added 
costs of 
differentiation. 
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Economic Logic 
Low-Cost Leadership Differentiation 



Cost Leadership 

Wal-Mart 
Dell Computer 
Cargill 



Differentiation 

Daimler 

Coke and Pepsi 
Pfizer 



Integrated 
Position 

Toyota 



Stuck in the 
Middle 

Chrysler 



Focused Cost Leadership 

Dollar Store 

Vanguard Mutual Funds 
Kia Motors 



Focused Differentiation 

Porsche 
Sam Adams 
Alienware Computers 



The External 



Low-Cost Leadership: Strategic 
^ positiJ^&^i^ftJfliQUSt 
good or offering a service while 
^.maintaining total costs that are 
lower than what it takes 
competitors to offer the same 
product or service. 

Differentiation: Strategic 
position based on products or 
offers services with quality, 
reliability, or prestige that is 
discernibly higher than that of 
competitors and for which 
customers are willing to pay. 

Focused Cost Leadership: 
Strategic position based on 
being a low-cost leader in a 
narrow market segment. 

Focused Differentiation: 
Strategic position based on 
targeting products to relatively 
small segments. 



Environment 



Economic Logic 
Low-Cost Leadership Differentiation 



Cost Leadership 

Wal-Mart 
Dell Computer 
Cargill 



Differentiation 

Daimler 

Coke and Pepsi 
Pfizer 



Integrated 
Position 

Toyota 



Stuck in the 
Middle 

Chrysler 



Focused Cost Leadership 

Dollar Store 

Vanguard Mutual Funds 
Kia Motors 



Focused Differentiation 

Porsche 
Sam Adams 
Alienware Computers 




The Externa 

Exhibit 5.1 The 

^ Strategic Positioning 
1 Model 

The positioning model is adapted 
from M. E. Porter, Competitive 
Strategy (New York: Free Press, 
1 980). The examples used in the 
model are the authors' analysis. 

*According to Porter, if a 
company is targeting a broad 
strategic market, it must 
choose either low-cost 
leadership or differentiation. 



*jetBlue is an airline company 
that serves a small subset of 
commercial travelers who are 
price sensitive. This company is 
pursuing a focused cost 
leadership strategic approach. 



Economic Logic 
Low-Cost Leadership Differentiation 



Cost Leadership 

Wal-Mart 
Dell Computer 
Cargill 



Differentiation 

Daimler 

Coke and Pepsi 
Pfizer 



Integrated 
Position 

Toyota 



Stuck in the 
Middle 

Chrysler 



Focused Cost Leadership 

Dollar Store 

Vanguard Mutual Funds 
Kia Motors 



Focused Differentiation 

Porsche 
Sam Adams 
Alienware Computers 



Exhibit 4.6 The Five Forces of 
Industry Structure 

Source: Adapted from M. E. Porter, 
Competitive Strategy: Techniques for 
Analyzing Industries and Competitors (New 
York: Free Press, 1980) 




Threat of New Entrants 
(and Entry Barriers) 

1 Absolute cost advantages 

• Proprietary learning curve 
•Access to inputs 

• Government policy 

• Economies of scale 
•Capital requirements 
1 Brand identity 

1 Switching costs 

• Access to distribution 
■ Expected retaliation 

1 Proprietary products 



Industry value chain— 
from raw materials and 
other inputs, to focal 
industry, to channel, 
to end consumer 



i 



Supplier Power 

• Supplier concentration 

• Importance of volume to supplier 

• Differentiation of inputs 

• Impact of inputs on cost or differentiation 

• Switching costs of firms in the industry 

• Presence of substitute inputs 
•Threat of forward integration 

• Cost relative to total purchases in industry 



Degree of Rivalry 

| • Exit barriers 

• Industry concentration 

• Fixed costs/value added 

• Industry growth 

• Intermittent overcapacity 

• Product differences 

• Switching costs 

• Brand identity 

• Diversity of rivals 

• Corporate stakes 



Buyer Power 
(Channel and End Consumer) 

• Buyer concentration 

• Importance of volume to 
customer 

• Differentiation of inputs 

• Impact of outputs on cost or 
differentiation 

• Switching costs of customers 

• Presence of substitute inputs 

• Threat of backward integration 

• Cost relative to total purchases 
in industry 



Threat of Substitutes 

1 Switching costs 

1 Buyer inclination to substitute 

1 Price-performance tradeoff of substitutes 

' Variety of substitutes 

■ Necessity of product or service 



Tft. X>A 



The External Environment 

Macro and Industry Dynamics 



End 



The External Environment 

Macro and Industry Dynamics 



Put more about Jetblue including a video after slide I I 
Michael Porters Green Card Video is in the 5 forces ppt 
Globalization from the Chap 4 file 
Industry analysis form the chap 4 file 
I/O Economics from the Chap 4 file 
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Definition of Mission and Vision P46 

Vision Simple statement or understanding of 
what the firm will be in the future. 

Mission Declaration of what a firm is and what 
it stands for — its fundamental values and 
purpose. 



Vision and Mission Dynamic -They will 
change as the corporation grows and matures. 
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N^.Star Trek circa 1960s 




Goals, Results 

s 



Space, the final frontier. 
These are the voyages of the Starship Enterprise. 

It's five-year mission, 
To explore strange new worlds. 
To seek out new life and new civilizations. 
To boldly go where no man has gone before. 
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combining Pepco and Exelon 



Expertise in Operating Regulated Utilities in Large Metropolitan Areas 



Exelon, 



Pepco Holdings. Inc 



Baltimore Gas & Electric 




Atlantic City Electric 


Customers: 


1,900.000 


Customers: 


545.000 


Service 
Territory: 


2.300 sq. 
miles 


Service 
Territory: 


2.700 sq. 
miles 


Peak Load: 


7.236 MW 


Peak Load: 


2.797 MW 


2013 Rate 
Base: 


$4.6 bn 


2013 Rate 
Base: 


$1.6 bn 


Commonwealth Edison 




Delmarva Power 


Customers: 


3.800.000 


Customers: 


632.000 


Service 
Territory: 


11.400 sq. 
miles 


Service 
Territory: 


5.000 sq. 
miles 


Peak Load: 


23.753 MW 


Peak Load: 


4.121 MW 


2013 Rate 
Base: 


$8.7 bn 


2013 Rate 
Base: 


$2.0 bn 


PECO Energy 




Pep 


CO 


Customers: 


2,100,000 


Customers: 


801.000 


Service 
Territory: 


2.100 sq. 
miles 


Service 
Territory: 


640 sq. 
miles 


Peak Load: 


8.983 MW 


Peak Load: 


6.674 MW 


2013 Rate 
Base: 


$5.4 bn 


2013 Rate 
Base: 


$3.4 bn 



A quick glance at the map will tell you a lot about the thinking behind 
the Exelon-PHI combination. With PECO and BGE as PHI's neighbors 
to the immediate north and west, combining PHI and Exelon will 
result in geographic strength in the mid-Atlantic. With similar cultures 
dedicated to safety and reliability, the companies are a strategic 
match that will give all of our utilities added scale and the ability to 
share best practices and further improve reliability and performance. 



Combined Service Territory 



MD 




Chicago 



Washington, DC 

VA 



Atlantic City Electric Co. Service Territory 
Baltimore Gas and Electric Co. Service Territory 
Com Ed Service Territory 
Delmarva Power & Light Service Territory 
PECO Energy Service Territory 
Potomac Electric Power Service Territory 



1 
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Combining Pepco and Exelon 



\ Company Overview 

Vision 



PHI 



Tne vision for Pepco Holdings. Inc. (PHI) is to be the premier energy delivery 
and services company m the mid-Atlantic region through employees focused on 
customer service, reliability and profitability Repco HokAnqs Inc 

Business Strategy 

PHTs business strategy is to be a top-performing, regulated power delivery 
company focused on: 

• Investing tn transmission and distribution infrastructure to improve 
reliability of electric service; 

• building a smarter grid to automate certain functions on the electric 
system, restore power more efficiently and provide customers detailed 
energy information to help them control their energy use. 

• investing in advanced technology, new processes and personnel to 
enhance the customer experience during power restoration, including 
delivering enhanced customer communications: 

• pursuing a regulatory strategy that results in earning reasonable rates 
of return and ttmery cost recovery of our investments; 

• growing our energy services business by providing comprehensive 
energy management solutions and developing, installing and operating 
renewable energy solutions, and 

• demonstrating our core values of safety, diversity and environmental 
stewardship through our business approaches and tangible business 
practices and outcomes 



History of PHI 



Pepco Holdings. Inc (PHI) is a holding company formed m 2000 prior to the 
merger between Pepco (POM) and Conectiv (CIV). Conectrv comprised two 
utilities. Atlantic City Electric and Deknarva Power, while Pepco included both 
the utility and Pepco Energy Services. In 200S. Atlantic City Electric and 
Delmarva Power resumed their heritage brand names as part of PHTs efforts to 
reinforce its connections to the local communities its utility companies serve. 

181 
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Combining Pepco and Exelon 



Political Contributions and Expenditures 

We believe it is important to participate in the political 
process, including engaging in substantive discussions 
with officials whose decisions impact our business and 
making contributions to candidate campaigns and political 
committees to support candidates who understand our 
industry and its issues. Political engagement activities can 
shape the execution of our core mission of providing safe, 
reliable and affordable electric and gas service to the 
communities within our service territories. 
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(x^jtombining Pepco and Exelon 



Exelon Updates Vision, Announces New Mission 



Following is an excerpted version of a message from Exelon President and CEO Chris Crane to Exelon employees on Sept. 25. 

In March 2012. following the merger of Exelon and Constellation, Exelon introduced a new brand strategy, which includes our 
vision, values, pillars, and our visual identity or "look and feel." 

Earlier this year, we took the opportunity to assess the state of our brand strategy. We interviewed executives and employees 
to determine how well the brand strategy we introduced more than two years ago was being embraced and implemented, and 
asked what we could do to further bring our vision and values to life. 

One outcome of that project— and the reason we are introducing a shorter vision statement and new mission statement— is that 
the vision we announced in the spring of 2012 was simply too long to be easily remembered; a simpler form was needed that 
clearly and briefly described who we are, and what we do. 



Updated Vision Statement 

Performance that drives progress 

At Exelon, we believe that reliable, clean and affordable 
energy is essential to a brighter, more sustainable future. 
That's why we're committed to providing innovation, best- 
in-class performance and thought leadership to help drive 
progress for our customers and communities. 

Exelon's Mission Statement 

Building on our vision, Exelon's new mission statement is 
straightforward: 

Exelon's mission is to be the leading diversified energy 
company— by providing reliable, clean, affordable and 
innovative energy products. 



Exelon's Values Remain Constant 

While we are now introducing our updated vision and new 
mission statement, our values— our shared guide for our daily 
behaviors,— remain the same: 

• Safety: We are dedicated to safety. 

• Excellence: We actively pursue excellence. 

• Innovation: We innovate to better serve our customers. 

• Accountability: We act with integrity and are accountable to 
our communities and the environment. 

• Diversity: We succeed as an inclusive and diverse team. 
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Star Trek circa 1990 
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continuing mission 

explore 



one 
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(X^jtombining Pepco and Exelon 



Exelon and PHI: Shared Values 



In their direct testimony submitted to the regulatory commissions involved in approving the merger, Exelon CEO Chris Crane 
and PHI CEO Joe Rigby talked about their respective company's values. As you can see from the comparison below (words have 
been bolded by the editors of this newsletter), while Exelon and PHI express their values in slightly different ways, the important 
substantive elements are closely aligned. Of note, although PHI does not include "innovation" in its official values, it is a central 
concept of its Aspiration Statement, which says, "We will become best in class in safety, reliability, customer service and 
innovation..." 



Exelon's Values 
We are dedicated to safety. 

We actively pursue excellence. 

We innovate to better serve our customers. 

We act with integrity and are accountable to 

our communities and the environment. 

We succeed as an inclusive and diverse team. 



PHI's Values 

Safety— We make safety the most important 
part of everything we do. 

Accountability — We accept responsibility 
for our actions and behavior. 

Integrity— We do the right thing. 

Diversity— We treat everyone with dignity 
and respect. 

Excellence — We strive to be the best. 



Reflecting on the importance of common values, Chris wrote that "... common core values are important because they express 
a common corporate culture. The cultural aspect of a business combination is one of the intangible factors that directly affects 
the successful longer-term operation of the enterprise." 

Joe concurred, emphasizing that "... sharing core values will facilitate the alignment of various business processes and the 
integration of the operations of the PHI and Exelon utilities following the merger. This is an important reason why PHI and Exelon 
are excellent merger partners." 

In a future issue of IN, we will share each company's vision statement. 
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Combining Pepco and Exelon 

In a recent issue of IN: Integration Information, we published an abridged version of a message from Exelon President and CEO 
Chris Crane about Exelon's condensed vision and new mission statements. In that article we made short-hand reference to 
Exelon's values, and some employees have asked whether Exelon's values have changed, They have not! 



These are Exelon's values: 
We are dedicated to safety. 

We are committed to maintaining the highest standards of 
safety and reliability for our people, our customers and the 
communities in which we work. As a fundamental part of our 
culture and operations, every member of the Exelon team is 
dedicated to putting safety first. 

We actively pursue excellence. 

We are driven to exceL Recognizing the value of constant 
improvement, we reach beyond compliance to advance our 
processes and develop more efficient energy. In all we do, 
we passionately exceed the standards of our industry— 
and those we set for ourselves— creating value for our 
shareholders, customers and communities. 



We innovate to better serve our customers. 

We see every challenge as an opportunity to exercise our 
ingenuity and our competitive spirit. We encourage curiosity 
and exploration to develop better ways of delivering clean 
energy. We innovate with focus and intent, creating the 
solutions that matter most for our customers. 

We act with integrity and are accountable to our 
communities and the environment. 

We are committed to doing what's right. A deep connection to 
the communities we serve compels us to take responsibility 
for our work, and we actively look for ways to engage and 
give back. We value the environment and work to reduce our 
impact with future generations in mind. 

We succeed as an inclusive and diverse team. 

We foster an inclusive culture of trust, collaboration and 
performance. We welcome and respect people with different 
perspectives, backgrounds, and traits because we know that 
diverse teams drive powerful outcomes. 
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jC^M-A-R-T Goals 



VISION ANCHORED IN GOALS AND OBJECTIVES 



Vision 









Goals 
' and 
objectives 



f 

Examples 




Wal-Mart 


Grow sales and profits 
by 70% per year 


Ryanair 


Be Europe's largest 
airline in 7 years 


Matsushita 

s, 


To become a "super 

manufacturing 

company" 



Mission,Vision, 

S-M-A-R-T Goals 



Vision and 
Mission 

• Fundamental 
purpose 

• Values 

• View of future 



Strategic 
Goals and 
Objectives 

• Specific targets 

• Measurable 
outcomes 



s, Results 



Strategy 



Exhibit 2.6 Vision, 
Mission, and Strategy 



The coordinated means 
by which an organization 
pursues its goals and objectives. 
Consists of five elements: arenas, 
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S-M-A-R-T Goals 



• Specific: State exactly what you want to accomplish (Who, 
What, Where, Why) 

• Measurable: How will you demonstrate and evaluate the 
extent to which the goal has been met? 



Achievable: stretch and challenging goals within ability to 
achieve outcome. What is the action-oriented verb? 



• Relevant: How does the goal tie into your key responsibilities? 
How is it aligned to objectives? 

• Time-bound: Set 1 or more target dates, the "by when" to 
guide your goal to successful and timely completion (include 
deadlines, dates and frequency) 
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Goals and Objectives 




https://www.yo utu be .co m/watc h ? v= m LEf PO M H H O M 



2014 Goals for Bruce J Martin 



Use this worksheet to add or update the goals. To quickly add a new goal, click the Add goal button, or browse the Hierarchy section to find an existing goal to add to yc 



Delete Selected 



FH Employee Hierarchy 

Robert M Collacchi Jr ■ 

^ Bruce J Martin a % 
No Direct Reports 

Matrix Hierarchy 

CE System Administrator fl: ^ 
Bruce J Martin 




Find user: 



[+] Display Options 

Displaying 1-4 of 4 Goals 



Performance Goats 


Goal Name 


Start Date 


Due Date 


Status 


% Complete 


p] Keep Safety First 


01/01/2014 


12/31/2014 


[j Progress 


| 50.0% 



Safety Performance 

Align to Key Results: 

Safety 



□ Annual Load Update - Peak Day 2014-2015 Requirements 01/01/2014 

Identify System Construction Requirements to meet Peak Day for the 2014-2015 Winter. 



06/03/2014 



Align to Key Results: 
Customer Satisfaction 



□ 



Reliability Plan Update Including 3 and 1Q Year Project List 



01/01/2014 



12/31/2014 



Revise the Reliability Plan to reflect customer growth and newly installed piping. 
Provide 3 year and 10 year recommended projects list. 



Completed 



In Progres 



100.0% 
I I 



50.0*> 
I I 



Align to Key Results: 
Reliability 



[H| Serve on Gas Division Executive Leadership Team including Shared 

Goals 



01/01/2014 



12/31/2014 



In Progress 



5 0.0;b 
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-M-A-R-T Goals 

2014 Performance Accountability for Bruce J Martin 

S. M. A. R. T. Goals (Section Weight 60%) 

Click Here to launch the myPHI HR portal (Under the Home section, Go To Talent Management and choose Performance Mar 
Guide to Writing S.M.A.R.T. Business Goals 

Keep Safety First 

Category: Performance Goals 

Goal Name : Keep Safety First 

Goal Description : Safety Performance 
Measurement : Measurement: zero lost time 
zero preventable fleet 
zero recordable injuries 
Attend 10/12 SAC mee tings 
Align to Key Results : I Safety I 
Weight: 10% 

Results Achieved - Comments by Bruce J Martin (Mid- Year and Annual Review comments): 
0-0-0 Have attended SAC meetings 

Results Achieved - Comments by Robert M Collacchi Jr (Mid- Year and Annual Review comments): 
Continue to lead a presentation or two. 

Annual Load Update - Peak Day 2014-2015 Requirements 
Category: Performance Goals 

Goal Name : Annual Load Update - Peak Day 2014-2015 Requirements 

Goal Description : Identify System Construction Requirements to meet Peak Day for the 2014-2015 Winter. 
Measurement : Perform load update encompassing the past 2 years of flow data. 
Provide project list by May 1 . 

Provide finished report by June 3. 

Align to Key Results : [Customer Satisfaction] 
Weight: 30% 

Results Achieved - Comments by Bruce J Martin (Mid- Year and Annual Review comments): 
Load Update, Project List, and Finished report completed ahead of schedule 

Results Achieved - Comments by Robert M Collacchi Jr (Mid- Year and Annual Review comments): 
Agree with Bruce. 
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Goals and Objectives (p 49) 

Goals and Objectives Combination of a broad 

indication of organizational intentions (goals) and 
specific, measurable steps (objectives) for reaching 
them. 

Sliperordinate Goal Overarching reference point 
for a host of hierarchical subgoals. 



Results Pyramid 




1. 



R 2 




Results 



Actions 




2. Identify A 2 
^ (Goals) 



Beliefs 



3. Identify 

2 



Experiences 



Provid 
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Balanced Scorecard (p 373) 

Balanced Scorecard Strategic management 
support system for measuring vision and strategy 
against business-unit and operating-unit-level 
performance. 
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Balanced Scorecard (p 373) 



Balanced Scorecard 
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Balanced Scorecard (p 374) 



Exhibit 1 1 .9 Cascading 
Nature of the Balanced 
Scorecard 




Satisfy 


Delight 


Effective 


Motivated and 


shareholders 


customers 


processes 


prepared workers 
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Exhibit 11 .10 The Balanced Scorecard System 



'To achieve 
our vision, 
how should 
we appear 
to our 

customers?" 


External 


Objectives 


Measures 


Targets 


Initiatives 



























To succeed 
financial 
how should 
we appear 
to our 

shareholders?" 


Financial 


Objectives 


Measures 


Targets 


Initiatives 




























'To satisfy our 

shareholders 

and 

customers, 
what business 
processes 
must we 
excel at?" 


Internal Business Process 


Objectives 


Measures Targets 


Initiatives 



























'To achieve 
our vision, 
how will we 
sustain our 
ability to 
change and 
improve?" 


Learning and Growth 


Objectives 


Measures 


Targets 


Initiatives 



























Mission,Vision, Goals, Results 

Exhibit 11 .11 The Strategy Map Basis for the Balanced Scorecard 

Strategy Map 




Financial 
Perspective 



Customer 
Perspective 



Customer Value Proposition 
Quality^) <^Avai lability) Se lection^) (^W^tionali^) (^ ^niriM ^) (p artnersh ip^ ^ jrand^ ) 

Prod uct/Se rvice Attributes Relation sh ip Im age 



2 



± 



5 



Internal 

Perspective 



Operations Management 
Processes 



* Supply 

* Production 

* Distribution 

* Risk management 



Customer Management 
Processes 



* Selection 

* Acquisition 

* Retention 

* Growth 



Innovation 
Processes 



• Opportunity ID 

• R&D Portfolio 

• Design/Develop 

• Launch 



Regulatory and Social 
Processes 



* Environment 

* Safely and Health 

* Employment 

* Community 



Learning and 

Growth 
Perspective 



Human Capital 



Information Capital 



I 



Culture 



Organization Capital 



Leadership <^^AIignmenr^> 



Teamwork 



i 



Mission, Vision, Goals, Results 

^^Performance Metrics (p 53) 



Financial Performance Metrics 


Nonfinancial Performance Metrics 


► Return on sales 


► Customer retention 


► Return on assets 


► Customer satisfaction 


► Return on equity 


► Customer complaints 


► Return on invested capital 


► Employee turnover 


► Sales per employee 


► Product returns 


► Sales growth 


► Product quality 


► Inventory turn 


► Patents 


► Accounts receivable turn 


► New products released 


► Debt ratio 


► Product development speed 


► Current ratio 


► Reputation 


► Cost reduction 


► Web traffic 



Exhibit 2.9 Some 
Financial and Nonfinanda 
Performance Metrics 





Safety, Reliability/Customer Satisfaction, Regulatory, Financial imFrcvedFerfcrmarce % cediredFerfcrmarce Meutrai 






Results 


Year to Date 
Target 


Year to Date 
Actual 


Status 


Comments 


Key Result/ Cultural 


Sou re e of 1 nform ation 


Goal Calculation 


Frequen 
C Y 


Goal 
Weight 


Note 
# 




Recordables 


Bob Col late hi 


Don Bridge/ 
Andrew Va hey 


2 




Challenged 


Additional 
Recordable injury 
d u e to head stri ke i n 
basement of a home. 


Safety / You Cou nt 


Accident Reporting 
Syste m 
(A Vahey) 


Trac k ta rget of th re e 
prorated per month 
rounded down to whole 
number. 


Monthly 


5% 






Preventables 


Bcb Ccllacchi 


Den Bridge/ 
Andrew Va hey 


2 


□ 


On Target 


Zero preventable 
fleet accidents 
through End of July 


Safety / You cou nt 


Ac c i d e nt Re pcrti ng 
Syste m 
(A Vahey) 


Track ta rget of th re e 
prorated per month 
rou n d e d down to whol e 
number. 


Monthly 


5N 






"Improve Customer 
Experience 11 by increasing % 
positive score on the MSI 
survey question "Having a 
reliable natural gas system" 
[CUSTOMER SATISFACTION] 


Bob Cell a cc hi 


Don Bridge/ 
DeniseSenecal 


as?-: 




On Ta rget 


Q2 Results for gas 
duplicated Ctl and 
remain at B7 K pe r e- 
mail frcm Denise 
Seneca Ion 6/19/14. 


Customer Sat/ 
ThinkCustomer 


Z:\P De 1 ive ry\G as\ 
O4O0_BPI a n\GOALBSC\ 
2014 

BSC\Custom e rSati sf a cti c 
n\2Q14-20rMSISurvey 
Results.docx (MSI 
Quarterly Survey, D. 


Customer responses % 
favora bl e, Ta rget re m a i n 
consta nt with Ye a r e n d 
ta rget a 1 1 ye a r 


Monthly 


10% 






Gas Emergencies 


Bob Col lace hi 


Don Bridge/ 
Steve Re id 


23.GQ 


.39 ^ 


Challenged 


July monthly time is 

4.6%-higherthan 
June, 6% h igh e r t h a n 
May. 

July YTD iz 13. 2Vz 
higherthan July 2013 
YTD. 


Safety, Reliability, 
Customer Sat/ 
ThinkCustomer 


HP&flcfe'i ny N^KU 
Dispatch -Group - Gas 
Em e rge n cy Re sponse 
Report (S. Re id) 
Z:\P De 1 ivery\G as\D400_ 
BPIan\GOALBSC\2014 
B5C\Em e rge n cy 
Response\G a s Em e rg 
Response 2014[MM].xls 


Avg m i n utes to respond 
to ga s odor com pi a i nts - 
Does not i nc 1 ud e CD 
ca 1 Is, Ta rget remain 
consta nt with Ye a r e n d 
target all year 


Monthly 


10% 






Quality Index - DOT 
Leaks/miles of pipeline at 
month end 


Bc-b Cc-llacchi 


Den Bridge/ 
Julie Pietraszko 


0.17 


^ 


Challenged 


Sflthis month, 
Av. 47/month in 2013 
Av. 6E/month in 2014 

For rest of 2014, 
Av. 22/month=0.17 
Av. 62/month =0.23 


Safety, Reliability, 
Customer Sat/ 
ThinkCustomer 


Z:\P De 1 ivery\G as\04GG_ 
BPIan\GOALBSC\2014 
BSC\2014 Lea ks Repa i rs 
Process .xlsx 


Total Leaks/miles of 
pi pe 1 i n e, Ta rget remain 
consta nt with Ye a r e n d 
target all year 


Monthly 


10% 






Mnalitv Inrlpv - Pamacp? /1 fl-fl-IT- 
■-AH □ m Ly iiiutrji - i_*a i ii i ag tra/ j-pTJTJTJ 

Locate Requests 


Bcb Ccllacchi 


Den Bridge/ 
Julie Pietraszko 


3.73 


3.24 ^ 


On Ta rget 


Julyhits = 25 " 
YTD Month ly Ave =£ 
=2 13% 1 ncrease 
YTDAVUD2£% 


Safety, Rei liability, 
Regulatory /Think 
Custom er 


Z:\P De 1 ive ry\G as\Q4GG_ 
BPIan\GDALBSC\2014 
BSC\2014 hitlines per 
ICC" locate s.kIs* 


Da m age s/1,000 Locate 
Req u ests, Ta rget remain 
consta nt with Ye a r e n d 
target all vear 


Monthly 


10% 






Execute Gas Delivery 2014 
Business Plan Initiatives (% 
completed) 


Bcb Cc-llacchi 


Don Bridge 


53=': 


51% # 
1 


Challenged 




See Individual 
Initiatives 


Z:\P De 1 ive ry\G as\04O0_ 
BPI a n\BPLAN 2014\2014 
Business Plan 
Brochure\2014[MM; Key 
G as Busi n ess 1 n iti atives 


Track 90£ target 
prorated per month for 
all ten initiatives 


Monthly 


15% 






Roll out Energize Results 
culture initiative to all Gas 
Delivery employees 
[CULTURAL INITIATIVE] 


BobCollacchi 


Den Bridge 


53% 


66% ^ 


On Ta rget 


1 Tra i n i ng = 1-CC Vi 
2. j Agendas = 67% 
9. Certs. = 29% 


Financial, Reliability 
/All Cultural Beliefs 


Z:\P De 1 ive ry\G as\04O0_ 
BP la n\GOALBSC\2014 
BSC\Cultural Initiative 
Goal 


1. Mgmt Trained >! 33% 

2. TM Agenda x 99% 

3. RMC Tea mCertx 99% 




15% 






Total O&M Costs to Gas 

Delivery Process 

Target is budget, 

Stretch is Target - 2% [achieve 

savings] 

Threshold is Target +2% 


Bcb Ccllacchi 


Den Bridge/ 
Terri Michener 


$17. 697 M 


5i7.25=rviJ 


On Target 


Currently 2.5$£ Under 
Budget. Stretch is 2% 
Under, Threshold is 


Financial, Reliability 
/Think Customer, 

Col 1 a boration Wi ns, 
Exchange Feedback 


Z:\P De 1 ivery\G as\0400_ 
BPI a n\BPLAN 2014\Actu a 
1 s\[^ m onth I\De 1 ive ry 
Processes [month] 2014 
.xlsx 


Track each month's YTD 
budgeted target 


Monthly 


10% 






Gas Reliability & Meters Capital 
Threshold is Target +5%, 
Target= budget, Stretch =Ta rget - 


BobCollacchi 


Den Bridge/ 
Terri Michener 


$12.aB4M 




OffTsrget 1 15?:: Under Budget 

H (2% better th a n J u n e ) 

l:C;: Under Budget 






Use Monthly YTD - 'TOTAL 
Gas Other (Reliability 
plus Meters)" 


Monthly 







Mission,Vision, Goals, Results 

Corporate Governance: McCoy Warns, Spock Warns, Scotty Resigns: 
This is clearly a military operation, I thought we were explorers." 




u 



ission,Vision, 

Star Trek circa 20 1 0 



MOVIECLIPScom 



lIs, Results 





MOVIECLIPScom 



Her ongoing mission 

explore 

forms 
one 



Bargaining 


■ 


Threat of 


Power of 


■ 


New 


Customers 


1 


Entrants 



Bargaining 
Power of 
Suppliers 



Competitive 
Rivalry 
within an 
Industry 



Threat of 
Substitute 
Products 



Michael E. Porter 



Born in 1947. 

> Professor in Harvard's 
Business School. 

> Introduced Porter's 
Five Forces Model. 

> Written 18 books & over 
125 Scholarly Articles. 





I 




Importance of The 5 Forces 






Industry analysis : 

1) Industry relevance 

2) Industry players 

3) Industry structure 

4) Future changes 



What strategy 
to use? 



Basic knowledge 
of business strategy 
& forces that influence 
the decision making 



>W 





Measure and monitor 
strategy effectiveness 



Strateeize : 

* Competitive advantage 

* Cost advantage 

* Market dominance 

* New product development 

* Contraction / Diversification 

* Price leadership 

* Global 

* Re-engineering 

* Downsizing 

* De-layering 

* Restructuring 



> d 




1 wit 









Threats of New Entrants 

The easier it is for new companies to enter the 
industry, the more cutthroat competition there 
will be. Factors that can limit the threat of new 
entrants are: 



1. 
2. 

3. 

4. 
5. 

6. 



How loyal are the end users in this industry? 

How troublesome or hard is it for the end users to 
switch and use another product? 

Does it require a large seed capital to enter this 
industry? 

Are entries to this industry regulated by government? 

How hard is it to gain access to the distribution 
channels? 

How long does it take for new staff to acquire the 
necessary skills to do the work? 



Threats of New Entrants : 

McDonald's company analysis 



1. The threat of new entrants in the fast food industry is 
high because there are no legal barriers. 

2. The economies of scale and the access of the 
distribution are the major barriers that firms face in the 
industry. 

3. Firms must spend a large amount of capital on 
advertising and marketing in order to enjoy the successful 
existence and long life of a fast food outlet. 

4. Large established companies with strong brand names 
such as McDonald's make it more difficult to enter the 
market because new entrants are faced with price 
competition from existing chain restaurants. 

5. Thus, it takes a pretty long time for a new business to 
become established in the fast food industry. 



Threat of Substitutes 

Threats of Substitute in the Porter's theory actually 
means goods and services that perform similar functions 



♦ How many close substitutes are available? 

♦ How pricey are the substitutes? 



♦ 



What is the perceived quality of the 
substitutes? 



❖When there is a successful product, that leads to the creation 
of other products that can perform the same functions as the 
original product. 

ill 

❖Porter also mentions that if one industry wishes to follow suit 
producing products with similar function, attention should be 
given to : 

X. Products that enjoy steady price-performance trade-offs with 
the industry's product 

2. Would entail minimum switching costs for a buyer 

3. Are produced by industry earning high profits 



❖Porter recommends that by doing advertising, product quality 
improvement, marketing, R&D and product distribution, an industry 
can improve its collective position against the substitute. 




Threat ol 



Go gle 



facebook 



Substitute: Examples 




Intensity of rivalry among established firms 

1. ! How many close competitors exist in the 
I industry? 

2. What are the sizes of your close competitors? 

3. What is the industry structure? Is it a 

! fragmented, consolidated, oligopoly, or 
j monopoly industry? 

4. What is the current industry growth rate? 




How high are the exit barriers? Do your competitors 
have a high committed fixed cost thus they nave to 
operate even at a loss? 

How diversified are your competitors? 

How extensively do your direct competitors 
advertise? 



Competitors aim to serve different needs and 
market segments with different mixes of 

• price 

• products 

• service 

• features 




Intensity of rivalry among established firms 
: Examples 




Buyer Power - The power of Customers* 



The degree to which firms in the buyers' industry 
are able to dictate favorable terms on purchase 
agreements. Tire makers, for instance, have little 
power over carmakers because their product is 
standardized and there are many competitors in 
the industry. 

2. The ability of anyone today to use the Internet to 
compare products and prices online. 

3. Buyers are powerful to the extent that they pose a 
threat of backward integration. Large brewers, for 
instance, could conceivably make their own beer 
cans. 



Buyer Power - Bargaining power of 
Customers 

How large are your buyers' companies? 

How many companies can the buyer choose from? 

Are the buyers buying a huge volume? 

Do you depend on only a few buyers to sustain 
your sales? 



How hard is it for the buyers to switch and use a 
competing product? 



6. Are the buyers purchasing from you as well as your 
competitors? 



Do the buyers have the capacity to enter your 
business and produce the goods themselves? 



Bargaining power of Customers: 
Example of Coca-Cola Company 

Depends on the marketing channel used. For Coca-Cola, 

1. Super Markets 

2. Convenience Stores 

3. Mass Merchandisers 

4. Soda Shop 

5. Vending Machines 

6. Restaurants and Food stores 



The bargaining power of buyers is high for fountain drinks, 
supermarkets, and mass merchandising because of the 
low profitability and strong negotiation power of retail 
channels. 




Bargaining power of Suppliers 



Are there substitutes for your suppliers' products? 

Do your suppliers serve multiple industries? 

Does the total industry revenue account for only a 
small portion of the supplier's total revenue? 



Do you have high switching costs to use another 
supplier? 

Do suppliers have the capacity to enter your 
business? 



Is your company capable of entering the supplier's 
business? 



Under Armour Five Forces Video 



Porter - Green Card - Taxes 




Stakeholders and Strategy 



Definition of Stakeholders - individuals or groups who have an interest in an 
organization's ability to deliver intended results and maintain the viability of 
its products and services. 



Who are the 
Stakeholders? 



A typical list of Stakeholders includes: 



• Owners, stockholders 
& investors 

• Banks and creditors 

• Partners & suppliers 

• Buyers, customers & 
prospects 

• Management 

• Employees, unions, 
works councils 

• Competitors 



• Government & 
regulators: local, 
national, 
international 

• Professional and 
industry associations 

• Media: local, national, 
trade, financial 

• NGOs 

• Communities & 
other interest groups 



Stakeholder theory in the context of the 
organization: 

1 : The objective of a business is to make profits for its 
shareholders. (The Shareholder Value Perspective) 



or 

■ ■ ■ I ■ ■ ■ 

2: Companies are networks of parties working towards a 
shared goal. Employees, suppliers, shareholders, external 
interest groups and customers co-operate to create 
mutually beneficial results. (The Stakeholder Value 
Perspective) 



olders and Strategy 



BENEFITS OF USING STAKEHOLDER ANALYSIS 



1 .Can use the opinions of the most powerful stakeholders to 
shape your strategy and tactics at an early stage. 

2. Gain support from powerful stakeholders to help win more 
resources. 

3. Can ensure that stakeholders fully understand what you 
are doing and understand the benefits of your project. 

4. Can anticipate what people's reactions to your project 
may be and build actions into the plan that will win 
people's support. 




Stakeholders: 

Individuals or groups 
who have an interest 
in an organization's 
ability to deliver 
intended results and 
maintain the viability 
of its products and 
services 



Steps in identifying 
stakeholders 



1. Determine influences 
on strategy 
formulation decisions 

Determine stake- 
holders power and 
influence over 
strategy execution 
decisions 

3. Determine the effects 
of strategic decisions 



After identifying stakeholders ask 

• Have I identified any vulnerable points 
in either the strategy or its potential 
implementation? 

• Which groups are mobilized and active 
in promoting their interests? 

• Have I identified supporters and 
opponents of the strategy? 

• Which groups will benefit from 
successful execution of the strategy 
and which may be adversely affected? 

• Where are various groups located? 
Who belong to them, and who 
represents them? 



Advantages of Stakeholder Analysis 

• Get to know stakeholders better: 

° Relative importance, power and interests 

Better managed relationships 
° Risks identified 

• Make better strategies and decisions 

• Greater acceptance of organization 
actions by stakeholders 



Disadvantages of Stakeholder Analysis 

• Best done on continuous basis 

• Assessment of analysis may be subjective 

• Maybe not all stakeholder interests can be 
met at the same time 

° Focus on most important stakeholder 

° Balance & reconcile all interests according to 
importance or urgency 



Stakeholder Mapping 



• Several techniques for categorizing stakeholders 

• Helps identify which stakeholders may support 
or oppose change / organization's actions 

• Which stakeholders are the most powerful, 
have most influence 

• Help decision makers formalise / prioritize 
strategies 



olders and Strategy 





Power of the Stakeholder over Strategic Decisions 


Unknown 


Little/no 
power 


Moderate 
degree of 
power 


Significant 
power 


Effect of Strategy on the 
Stakeholder 


Unknown 










Little/no 
effect 






Brazilian 
Government 




Moderate 
effect 








Tritec 

Leadership 
Team 


Significant 
effect 




Tritec Suppliers 
Employees 




BMW 
Daimler- 
Chrysler 




olders and Strategy 



Exhibit 2.1 1 Your Stakeholder Management Plan 



Stakeholder 
Name 


Communication 
Approach 


Key 
Interests 
and Issues 


Current 
Status 


Desired 
Support 


Desired 
Role in 
Strategy 


Actions 
Desired 


Messages/ 
Actions 
Needed 


Action and 
Communication 




















































































































































Stakeholders and Strateg 




OK 




End 



Stakeholder Analysis 



• Copied from the PDF Stakeholder Analysis is a term used in: 

• conflict resolution. 

• project management. 

• Business administration. 

• Stakeholder Analysis 

• Stakeholder analysis describe a process where all the individuals or groups 

• that are likely to be affected by a proposed action are identified and then 

• sorted according to how much they can affect the action and how much 

• the action can affect them. This information is used to assess how the 

• interests of those stakeholders should be addressed in a project plan, 
po I i cy, p rogram , o r oth e r acti o n . 



Objectives for this session: 

By the end of this session, you should be able to 
describe: 

• A definition of Stakeholders' for your 
organization 

• How the concept of Stakeholders' relates to 
concepts of the organization 

• The purpose of Stakeholder Analysis 

• Some common forms of Stakeholder Analysis 

• Stakeholder Mapping techniques 



A 'Stakeholder' is 



Any person or organization who can be positively or negatively 
impacted by, or cause an impact on the actions of a company. 
(Freeman, 1984) 



The individuals and constituencies that contribute, either 
voluntarily or involuntarily, to its wealth-creating capacity and 
activities, and are therefore its potential beneficiaries and / or 
risk bearers. (Post, Preston & Sachs, 2002) 



Stakeholder theory in the context of the 
organization: 

1 : The objective of a business is to make profits for its 
shareholders. (The Shareholder Value Perspective) 



or 

■ ■ ■ I ■ ■ ■ 

2: Companies are networks of parties working towards a 
shared goal. Employees, suppliers, shareholders, external 
interest groups and customers co-operate to create 
mutually beneficial results. (The Stakeholder Value 
Perspective) 



Why use Stakeholder Analysis? 

Identify the stakeholders likely to be affected by 
or influence the activities of the organization 

• Assess how those stakeholders could be 
impacted or impact upon the organization 

• Anticipate the consequences of any change in the 
| organization's activities 

• Identify stakeholders' 'success criteria' 

• Assure a successful outcome for the organization 
by developing cooperation with stakeholders 




Meeting stakeholder needs: 

• Where does your organization create 
stakeholder value? 

• How can you do that better? 

• Can you eliminate or reduce focus on 
processes which do not add stakeholder value 

• How do you communicate with stakeholders? 

• Do your communications encourage 
stakeholder exchange? 

• Do you communicate the stakeholder value? 



Who are the 
Stakeholders? 



A typical list of Stakeholders includes: 



• Owners, stockholders 
& investors 

• Banks and creditors 

• Partners & suppliers 

• Buyers, customers & 
prospects 

• Management 

• Employees, unions, 
works councils 

• Competitors 



• Government & 
regulators: local, 
national, 
international 

• Professional and 
industry associations 

• Media: local, national, 
trade, financial 

• NGOs 

• Communities & 
other interest groups 




Categorizing Stakeholders: 



Internal and 
1 External 
Stakeholders 

«] Within the 
organization: e.g. 
employees & 
management 

Outside the 
organization: e.g. 
government & trade 
associations 



www.12nnanage.conn 

Internal / External Stakeholders 





Categorizing Stakeholders: 



Primary, Secondary & 
Key Stakeholders 

• Directly affected: e.g. 
employees & stockholders 

• Indirectly affected: e.g 
government & media 

• Most significantly affected: 
those with the most 
influence from either 
group 



www .12 manage .corn 

Primary / Secondary Stakeholders 
Example 




The Stakeholder Analysis process: 



1. Identify all stakeholders (Brainstorming) 

2. Identify stakeholder needs & interests 

3. Classify groups of interests (Stakeholder 
Mapping) 

4. Identify areas of conflict: organization v 
Stakeholder, Stakeholder v Stakeholder 

5. Prioritize, reconcile and balance stakeholders 

6. Align significant stakeholder needs with 
organization's strategies and actions 



Stakeholder Analysis Matrix 



oiaKenoiaer 


oiaKenoiaer 


Mssessrneni 


roienuai 




Interests 


of Impact 


Strategies 











































Advantages of Stakeholder Analysis 

• Get to know stakeholders better: 

° Relative importance, power and interests 

Better managed relationships 
° Risks identified 

• Make better strategies and decisions 

• Greater acceptance of organization 
actions by stakeholders 



Disadvantages of Stakeholder Analysis 

• Best done on continuous basis 

• Assessment of analysis may be subjective 

• Maybe not all stakeholder interests can be 
met at the same time 

° Focus on most important stakeholder 

° Balance & reconcile all interests according to 
importance or urgency 



Stakeholder Mapping 



• Several techniques for categorizing stakeholders 

• Helps identify which stakeholders may support 
or oppose change / organization's actions 

• Which stakeholders are the most powerful, 
have most influence 

• Help decision makers formalise / prioritize 
strategies 



The Power / Dynamism Matrix 

Classifies stakeholders in 
relation to the power they hold 
and their aptitude for action 
(dynamism) 

Can be used to indicate where 
political effort should be made 
before instigating change 
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Power / Dynamism Matrix (Gardner et al. (1986) 







Dynamism 






LUW 


Hinh 
n i y r i 


m 


Low 


A 

Fewer 

pr uui tu i ib 


B 

Unpredictable 

but 
manageable 


Powi 


High 


c 

Powerful 

but 
predictable 


D 

Greatest danger 
or 

opportunities 



Power / Dynamism Matrix: 



Stakeholders in groups A & B: are the easiest to deal with. 



Stakeholders in group C: are important because thy are 
powerful. But low dynamism means their reaction is 
predictable and expectations can be managed. 



Stakeholders in section D: Need most management attention 
because they are powerful and reaction is difficult to predict. 
May need to 'trial' new strategies with them. 




The Power / Interest Matrix 



Classifies stakeholders in relation to 
their power and the extent to which 
they are likely to show interest in the 
actions of the organization. 

Can be used to indicate the nature of 
the relationship which should be 
adopted with each group 
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Power / Interest Matrix (Gardner et al. (1986) 







Level of Interest 






Low 


High 






A 


B 




Low 


Minimal 


Keep 






effort 


informed 


£: 

o 








CL 




C 


D 




High 


Keep 


Key 






satisfied 


players 



Power / Interest Matrix: 



Stakeholders in group A: Need only minimum effort an 
monitoring 

Stakeholders in group B: Should be kept informed as they 
may be able to influence more powerful stakeholders 



Stakeholders in group C: Are powerful, but level of interest 
is low. Generally expected to be passive, but may move into 
group D on an issue of particular interest 



Stakeholders in group D: Are both powerful and interested. 
Their co-operation is of key importance for new strategies 



The Power, Legitimacy & Urgency 



Maps stakeholder behaviour according to its balance of three 
characteristics: 

Power: Of the stakeholder to influence the organization 

Legitimacy: of the relationship in terms of desirability or 
appropriateness 

Urgency: The expectations of the stakeholder in terms of criticality 
and time-sensitivity 




Model 
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Power, Legitimacy, Urgency 
(Mitchell, Agle, Wood (1997) 




Stakeholder behaviour is mapped into 7 types 



Power, Legitimacy & Urgency Model 



Latent Stakeholders (Groups 1 , 2 & 3): Sub-divided into 
'dormant', 'discretionary', or 'demanding' stakeholders 



Expectant Stakeholders (Groups 4, 5 & 6): Sub-divided into 
'dominant', 'dangerous', or 'dependent' stakeholders 



Definitive Stakeholders (Group 7): have all three 
characteristics and should command a high level of 
management attention 



Note: management's assessment of each stakeholders 
position is still subjective! 



In conclusion: 



You should now be able to describe: 

• What is meant by a Stakeholder'. 

• Who your organization's stakeholders are 

• How Stakeholder Analysis can help you 
prioritize stakeholders for management 
attention 

• How you can categorise stakeholders 

• How Stakeholder Mapping can help identify key 
stakeholder groups 




Stakeholders and Strateg 



Text page 52 bottom and chap 2 word document 
Especially the five steps on page 56 



Corporate Governance 

Ethics Within the Board of Directors 
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Corporate Governance 

The Roles of the Board of Directors* 

a. They represent the shareholders' interests. 

b. They may hire and fire top management. 

c. They establish executive compensation. 

d. Executives of the firm who serve on the board are 
referred to as "insiders". 

e. Board members who are not employed by the firm 
known as "outsiders". 
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o HP - Compaq: Case Study Example (P 440) 



In 1 999, HP recruited its first outsider as CEO, Carly Fiorina, a flashy 
telecommunications executive. HP and Ms. Fiorina bet their future on the 
controversial and strongly contested 2002 takeover of Compaq Computer Corp. 
Ironically, the contest wasn't with Compaq shareholders, but with HP's.The 
families of Hewlett and Packard were dead set against the deal. However, 
shareholders finally approved the deal, valued at $19 billion. 

The Compaq merger was so large and complex that it took several years to 
integrate. Debate over the wisdom of the merger continued in its wake and 
continued to hound Fiorina in the years following the closing of the deal. HP 
management claimed that operating synergies amounted to about $3 billion and 
that they were realized within about 2 years of the closing. HP's market share in 
the PC business did increase and recently they passed Dell as the number-one 
manufacturer of PCs in the world. However, HP's stock price continued to 
languish. And Fiorina's leadership was now being questioned in the boardroom. 
The board asked Ms. Fiorina to step down. 
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HP - Compaq: Case Study Example (P 44 1 ) 

Fiorina's dismissal left two holes at HP, the job of the CEO and that of the 
Chairman of the Board.The board quickly asked Patricia Dunn to step in as 
Chairman and appointed one of Fiorina's top executives, Mark Hurd, as CEO. 

On the issue of board leaks, rather than relying just on in-house counsel, Ms. 
Dunn authorized a more daring strategy: outside private investigators were 
hired to track down the truth. As a result of this investigation, the term 
"pretexting" is now part of the business vocabulary. Investigators felt sure that 
some directors were lying. So, they approached phone companies pretending 
to be a director seeking copies of their billing records (i.e., approaching a 
company under the pretext of being someone else). 

Examination of these records revealed that long-time director George 
Keyworth had placed phone calls to the reporter at CNet.com who printed 
the detailed information about the HP board's contemplations. The Wall Street 
Journal estimates that HP private investigators spent more than $350,000 to 
finger Mr. Keyworth. 
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o HP - Compaq: Case Study Example (P 442) 

In the ensuing months, HP was regularly on the front page of the Wall Street 
Journal and the New York Times as they and other media outlets competed in a 
race to uncover what really happened at HP. Dunn and HP maintained that their 
methods were legal and ethical. When they were pressed on the practice of 
pretexting, they maintained that they were not in control of the methods used by 
the investigators. Later examination of internal emails revealed that Dunn and 
other executives were aware of the methods being used and had acquiesced 
because the issue of leaks was of so much importance. 

The Hewlett-Packard board scandal resulted in hearings before congress and 
charges in California courts against the company and specific officers and 
directors. HP agreed to pay a $14.5 million settlement and adopt corporate 
reforms to clean up its "pretexting" scandal. HP also fired Ms. Dunn and agreed 
to pay $650,000 in civil penalties and $350,000 to cover the cost of the attorney 
general's investigation. The 1 2-page injunction requires the tech company to adopt 
a series of corporate governance reforms. HP will bolster its code of conduct; 
appoint a new, independent director to serve as the compliance watchdog for the 
board of directors; and expand the oversight of the company's privacy officer. 
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° HP's Decade of Mistakes 
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o The Sarbanes-Oxley Act (P 447) 



Perhaps the most far-reaching governance reforms in the United States - at least 
from the standpoint that they are legal requirements - are seen in the Sarbanes- 
Oxley Act of 2002. What was the motivation for these new requirements? Just a 
few household names: Adelphia, Enron, Arthur Andersen, WorldCom, and 
Tyco. When corporate names like these synonymous with scandal and greed, 
public confidence in stock as a secure investment wavers. The Sarbanes-Oxley 
Act was signed into law on July 30, 2002, in response to these corporate scandals. 
Now, all companies are required to file periodic reports with the SEC. 
Noncompliance comes with significant penalties. The essential components of 
Sarbanes-Oxley deal with accounting oversight, auditor independence, disclosure, 
analysts conflicts of interests, accountability for fraud, and attorney's 
responsibilities. 
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Enron - Lacking Corporate Governance 
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° Corporate Governance - Sarbanes Oxley (SOX) 
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The Positive Impact of Corporate Governance* 

German and Italian Stock Exchanges - Higher valuations when. . . 

• Board must include a minimum number of independent directors 

• Board must use performance-based compensation to reward both 
management and members of the board. 

. US Internet-based firms with new business models - Market valuations of 
these firms have been tightly linked to the firms' corporate governance 
characteristics, even more than the firms sales and profits. 
The market puts more faith in risky new firms with good governance 
characteristics than in their counterparts with loose oversight by rewarding 
firms perceived to have good governance with significantly higher 
valuations. 

, The firms that engaged in the most egregious scandals exhibited several 
warning signs, as evidenced in the nature of how the corporate governance 
was structured (Krispy Kreme next slide). 

In summary, corporate governance has a strong bearing on the ability of 
firms to create a competitive advantage and exploit that advantage for the 
benefit of shareholders*. 
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© Krispy Kreme - Early Signs of Trouble 



Exhibit 13.1 Early 
Warning Signals of 
Problems with Krispy 
Kreme from GMI 
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Analysis of Krispy Kreme's stock price performance, analysts' recommendations, 
and the warnings of Government Metrics International (GMI) suggest that good 
governance has a positive impact on firm performance*. 
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Executive Summary: Situation Overview 



Sandell has beneficial ownership of T.6% 1 of Bob Evans, making us one of the Company's largest shareholders 

We initially acquired our position in Bob Evans because we believed that Bob Evans was materially undervalued and that the 

Company's stock price did not fairly reflect the significant value associated with the Company's unique assets 

While we initially saw transactional opportunities to unlock the value associated with the Company's unique assets, our 
subsequent extensive discussions with Bob Evans r its shareholders, and numerous industry and investment professionals, 
coupled with the Company's consistently poor operating results, have revealed many other operational and cultural issues that 
need to be urgently addressed 

During our engagement with the Company over the course of an entire year r we have come to believe that change is desperately 
needed not only because of the significant value that could be unlocked, but also because there is a very real financial risk to 
shareholders of the Company if substantial and comprehensive change is not effected (see quotes on pages 23, 38 and 95) 
We have attempted to constructively engage with the management and Board of Directors (the "Board") of Bob Evans for over a 
year in the hopes of seeing change that would ultimately result in better value reflected in the Company's stock price and r aside 
from a recent and in our view wholly disingenuous attempt to address our governance concerns, we have not seen any 
inclination whatsoever on the Company's part to embrace meaningful change 

We put extensive thought and took great care to construct an alternative slate of directors, each of whom is independent of 
Sandell, that possess a diverse set of skills and experiences to help fix the problems facing Bob Evans in order to deliver 
sustainable shareholder value 

Our nominees have identified a number of potential solutions for the Company which they believe will help improve sales, 
reduce expenses, and ultimately unlock significant shareholder value 

• Beyond any specific recommendation from our nominees, Bob Evans and its Board requires profound cultural change which 
we believe our nominees would immediately provide 



Ultimately, the vote at th is year's Annual Meeting is about the credibility of directors to 
represent the best interests of shareholders and create a culture of accountability 



A This amount excludes certain funds that are managed by Tom Sandeli, CEO ofSandett, which are not participating in this 
solicitation 
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Executive Summary: Nominees 



To address these problems and best position Bob Evans to deliver enhanced shareholder value, we have submitted 
an outstanding slate of eight Nominees for election to the Board of Bob Evans 

Our diverse set of independent nominees boast extensive experience in: restaurant operations, finance, franchising, 
restructuring, corporate governance, food and beverage marketing, real estate, and strategic planning 




Schwartz 



Weinstein 



Wielansky 



Our nominees are independent of the Company and Sandell, and possess the 
background and experience necessary to effect meaningful change in order to 

reposition Bob Evans for success 



Sfrictiy Confidential. Do Not Duplicate or Distribute. 
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Ann C. Mule is 

associate 
director and 
Charles M. Elson 
is director of the 
John L Weinberg 
Center for Corporate 
Governance at 
the University of 
Delaware's Alfred 
Lerner College 
of Business and 
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DIRECTOR EVALUATION 



A new kind 

of captured board 

What we should be worrying about: the 'management knowledge-captured board' 
By Ann C. Mule and Charles M. Elson 
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End 
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Culture Within the Board 



Maybe the Bernie Madoff Stuff from 
Wilmu and the Martha Stewart Video 



